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A  REPORT  TO  THE  THIRTY-ISINTH 
LEGISLATIVE  ASSEIVIBLY 


by  the 


Montana  Legislative   Council 
November   1964 


To  Members  of  the  Thirty-ninth  Legislative  Assembly: 


One  of  the  most  important  programs  in  any  large  organization, 
whether  public  or  private,  is  personnel  management.  Yet,  although 
Montana  state  government  employs  eight  thousand  persons  with  an 
annual  payroll  of  more  than  $40  million,  there  is  no  organized  state 
program  for  the  recruiting,  examination,  classification,  compensation, 
and  dismissal  of  state  employees. 

This  report  contains  background  material  which  will  aid  legisla- 
tors in  reaching  sound  decisions  in  the  area  of  personnel  management. 
Also  included  in  this  report  is  a  discussion  of  the  feasibility  of  admin- 
istratively consolidating  state  retirement  systems,  and  a  brief  comment 
on  local  retirement  systems  for  policemen  and  firemen. 

Respectfully  submitted, 


W.  A.  "Bill"  GROFF,  Chairman 
Montana  Legislative  Council 
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SENATE  RESOLUTION  NO.   12 

Introduced  by  Mackay,   Groff 

A  RESOLUTION  OF  THE  SENATE  REQUESTING  THAT  THE  LEGISLATIVE  COUNCIL 
STUDY  THE  PRESENT  PERSONNEL  SYSTEM  OF  MONTANA  AND  PRESENT  A  WRIT- 
TEN REPORT  OF  THIS  STUDY,  TOGETHER  WITH  RECOMMENDATIONS  FOR  IM- 
PROVEMENT, TO  THE  THIRTY-NINTH  LEGISLATIVE  ASSEMBLY. 

WHEREAS,  at  the  present  time  more  than  half  of  the  fifty  states  have  instituted  a  com- 
prehensive, general  personnel  system  for  employees  of  state  government,  and 

WHEREAS,  only  through  such  a  personnel  system  can  a  state  be  assured  that  a  uniform 
system  of  testing  and  determining  qualifications  of  state  employees  will  be  carried  out,  and 

WHEREAS,  without  such  a  system,  a  state  does  not  have  an  organized  system  of  recruit- 
ing persons  of  ability  who  are  dedicated  to  public  service,  and 

WHEREAS,  without  such  a  recruitment  system  there  is  no  systematic  manner  in  which 
new  employees  are  obtained  to  replace  those  who  resign  or  retire  from  the  public  service, 
and 

WHEREAS,  in  addition  to  selection  and  recruitment,  such  an  integrated  personnel  sys- 
tem could  provide  a  means  by  which  the  proficiency  of  employees  is  maintained  at  a  high 
level  and  gradually  improved  through  additional  training  after  employment,  and 

WHEREAS.  Montana  presently  has  legislation  which  authorizes  an  integrated  personnel 
system,  but  this  system  has  been  inoperative  since  1955  because  no  funds  were  appropriated 
to  implement  it  after  the  first  biennium. 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  OF  THE  STATE  OF  MONTANA: 

That  the  Legislative  Council  is  directed  to  study  the  feasibility  of  inaugurating  a  com- 
prehensive system  of  personnel  management  for  state  government. 

BE  IT  FURTHER  RESOLVED  that  the  Legislative  Council  is  directed  to  submit  a  writ- 
ten report  of  their  findings  to  the  Thirty-ninth  Legislative  Assembly  together  with  recom- 
mendations and,  if  necessary,  implementing  legislation. 

BE  IT  FURTHER  RESOLVED  that  the  secretary  of  state  is  instructed  to  send  a  copy  of 
this  resolution  to  the  Executive  Director  of  the  Legislative  Council. 


VI. 


HOUSE  JOINT  RESOLUTION  NO.   17 

Introduced  by  Holtz,   Selstad,  Hibbard,   Dykstra,   Schye  and  Jensen 

A  JOINT  RESOLUTION  OF  THE  SENATE  AND  HOUSE  OF  REPRESENTATIVES  RE- 
QUESTING THAT  THE  LEGISLATIVE  COUNCIL  CONDUCT  A  STUDY  OF  THE  FEASI- 
BILITY OF  ADMINISTRATIVELY  CONSOLIDATING  THE  RETIREMENT  SYSTEMS  OF 
ALL  PUBLIC  EMPLOYEES  IN  MONTANA. 

WHEREAS,  at  the  present  time  there  are  a  number  of  retirement  systems  in  Montana 
for  pubUc  employees  including  the  Public  Employees  Retirement  System,  Highway  Patrol 
Retirement  System,  Teachers'  Retirement  System,  and  separate  systems  for  firemen  and  po- 
licemen, and 

WHEREAS,  each  plan  is  somewhat  different  from  the  others,  containing  different  stipu- 
lations regarding  the  conditions  and  benefits  received,  and 

WHEREAS,  on  the  state  level  alone  there  are  three  independent  agencies  responsible  for 

administering  retirement  systems,  and 

WHEREAS,  the  legislative  assembly  now  has  under  consideration  a  bill  creating  an  ad- 
ditional retirement  system  for  fish  and  game  wardens,  which  if  enacted,  will  be  admin- 
istered by  an  independent  board,  and 

WHEREAS,  the  numerous  systems  make  an  understanding  of  the  entire  scope  of  the  pro- 
gram difficult,  complicated,  and  also  result  in  many  requests  of  the  legislative  assembly  to 
adjust  the  plans  to  make  them  equitable,  and 

WHEREAS,  it  is  probable  that  administrative  consolidation  of  these  different  retirement 
systems  would  make  possible  a  more  efficient  use  of  personnel  and  machines  and  would  re- 
sult in  savings  to  the  state  and  the  persons  receiving  benefits  under  the  various  plans,  and 

WHEREAS,  such  administrative  consolidation  could  be  accomplished  without  changing 
the  distinctive  features  of  the  various  plans  and  without  interfering  with  the  integrity  of  the 
various  retirement  funds. 

NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  AND  HOUSE  OF  REPRESEN- 
TATIVES OF  THE  STATE  OF  MONTANA: 

That  the  Legislative  Council  is  hereby  directed  to  conduct  a  comprehensive  study  of  the 
retirement  systems  for  public  employees  in  Montana  to  determine  the  feasibility  and  desir- 
ability of  administrative  consolidation  of  the  systems. 

BE  IT  FURTHER  RESOLVED,  that  the  Legislative  Council  is  directed  to  submit  a  writ- 
ten report  of  its  findings  together  with  recommendations  for  improvement  to  the  Thirty- 
ninth  Legislative  Assembly. 

BE  IT  FURTHER  RESOLVED,  that  the  secretary  of  state  is  instructed  to  send  copies  of 
this  resolution  to  the  Governor,  to  the  Board  of  Administration  of  the  Public  Employees  Re- 
tirement System,  to  the  Montana  Highway  Patrolmen's  Retirement  Board,  to  the  Teachers' 
Retirement  Board,  to  the  Montana  State  Game  Wardens'  Retirement  Board,  to  the  Mon- 
tana Municipal  League  for  transmittal  to  the  municipalities  which  have  retirement  sys- 
tems for  firemen  and  policemen,  and  to  th  Executive  Director  of  the  Montana  Legislative 
Council. 
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SUMMARY 


Personnel  Management  for  State  Government 

Government  does  not  P-^-e  a  Unable  product   U^  services  ftrough 

expenditures. 

system  of  selection,  comprehensive  in-service  trammg  programs  amied  ^  ^^u^fn  ure  pro^ 

zs^stiXS?  o^rr;"eSf  St:  ^^^^^^^^^^^  -  -- 

sors  and  maintain  morale  and  discipline  of  employees  at  a  high  level. 

Montana  has  never  had  an  operational  personnel  system.    In  1921  b^^f^.^.^^Mty  for 

nllagency  to  the  Governor's  Committee  on  Reorganization  and  Economy. 

Tn  1953  a  Personnel  Commission  was  established,  but  it  became  inoperative  after  only  two 
vearsbl  the  refusal  of  ft^^^^^  ^"^  subsequent  legislative  assemblies  to  appropriate 

The  State  Board  of  Examiners  possesses  some  general  statutory  ^-^hority  in  personnel 
matters  including  approval  of  changes  in  the  number  and  ^fZf.^rZ^toce^es  are  a^n 
effective  personnel  control  is  exerted  by  the  Board,  however   ^^^  present  procedures  are  a 
observanc^e  of  the  form  and  not  the  substance  of  a  personnel  ^^^^ d2  nTL^Ze^- 
maintains  a  roster  of  state  employees  together  with  salaries,  but  he  does  not  have  any  au 
thority  to  approve  or  disapprove  salaries. 

Thf^  nnlv  aeencv  of  state  c^overnment  that  maintains  a  functional  division  of  personnel  is 
the  SSiway  Sfpartmen  Even  this  Department,  however,  has  apparently  fallen  short  of  ef- 
fLtivSy  mHn?irri?npower  needs.  In  o'ther  large  state  agencies,  P-sonnel  matters  are  han^ 
died  by'^various  means.  The  state  exerts  no  concerted  ---  -§  ,f  ^^^  'J^^,^^^ S^Teav^v^^^^^ 
classification  and  pay  plan,  policies  regarding  some  personnel  ^f'^.^^fj^^^^^^^^ 
greatly,  and  there  is  no  overall  effort  to  establish  a  workable  in-service  J^^^"^"^  fX  v 
fncrea^;  employee  efficiency.  The  present  system,  or  lack  of  system,  violates  practically  every 
principle  of  good  personnel  administration. 


IX. 


About  465  state  employees  of  the  Department  of  Public  Welfare,  Unemployment  Com- 
pensation Commission,  Board  of  Health,  Department  of  Mental  Hygiene,  and  Civil  Defense 
Agency  are  covered  by  the  Joint  Merit  System.  This  system  was  created  in  1940  in  response 
to  a  1939  amendment  to  the  Federal  Social  Security  Act  requiring  state  agencies  receiving 
certain  federal  funds  to  operate  a  personnel  program  administered  by  an  impartial  party. 
The  System  has  authority  for  limited  rule-making,  recruiting,  examining,  maintaining  regis- 
ters of  applicants  with  passing  scores,  certifying  eligible  persons  to  operating  agencies,  re- 
viewing agency  payrolls,  assisting  agencies  with  performance  ratings  and  other  personnel 
procedures,  and  handling  appeals.  The  System  does  not  have  authority  over  the  final  selec- 
tion of  persons  for  appointment,  promotion,  and  dismissal;  preparation  of  job  classification 
and  compensation  plans  although  they  are  "approved";  or  evaluation  of  employee  perform- 
I'  ance.  Lacking  authority  to  control  in  such  vital  areas  as  position  classification  and  pay  policy, 
the  Merit  System  is  not  properly  a  personnel  system.  It  has,  however,  performed  satisfac- 
torily within  its  narrow  sphere  for  the  past  twenty  years  functioning  chiefly  in  the  area  of 
setting  standards;  providing  advice;  and  coordinating  the  recruiting,  examining,  and  select- 
ing processes  of  the  agencies  covered.  It  has  also  contributed  to  substantial  standardization 
of  job  classifications  and  pay  plans  of  the  agencies  covered  even  though  final  authority  for 
these  matters  rests  with  the  agencies. 

Montana  must  recruit  about  2,000  persons  each  year  just  to  maintain  its  present  level  of 
employment,  but  recruiting  is  generally  uncoordinated.  It  is  not  unusual  for  a  half  dozen 
agencies  to  accept  applications  from  and  interview  the  same  person  on  the  same  day.  A  cen- 
\J  tral  personnel  system  can  provide  a  coordinated  recruiting  effort  aimed  at  two  major  objec- 
tives: the  long-range  objective  of  building  interest  in  state  careers,  and  the  short-range  objec- 
tive of  filling  specific  vacancies.  To  select  employees  from  those  recruited,  "assembled"  or 
written  examinations  as  well  as  a  demonstration  of  ability  to  operate  office  equipment  can  be 
used  for  clerical  help.  For  a  few  professional  positions,  "unassembled"  examinations  consist- 
ing chiefly  of  reviewing  background  and  formal  training  records  can  be  used.  After  qualifi- 
cations and  potential  performance  of  the  respective  employees  are  determined,  state  agen- 
cies can  be  provided  with  a  list  of  qualified  persons  from  which  the  agency  head  "hand  picks" 
the  employee  he  believes  will  perform  best  on  the  partciular  job.  Combined,  the  recruit- 
ment, examination  and  appointment  steps  greatly  enhance  the  possibility  that  an  employee  will 
perform  well  on  the  job  and  choose  government  as  a  career. 

A  job  classification  and  pay  plan  is  a  major  objective  of  a  personnel  system.  Job  classi- 
fication is  the  technique  of  measuring  many  diverse  positions  against  three  yardsticks: 
duties,  qualifications,  and  levels  of  responsibility.  When  adequately  constructed,  a  classifica- 
tion plan  permits  recruiting  officers,  payroll  analysts,  budgeting  officers,  and  legislators  to 
evaluate  public  employees  in  terms  of  position  classes  rather  than  individual  positions  scat- 
tered throughout  state  government.  Reducing  position  classes  to  a  workable  number  has  far- 
reaching  implications;  for  recruiting  because  the  duties  and  qualifications  for  a  wide  range  of 
similar  positions  are  specified;  for  salary  administration  because  salaries  are  tied  to  grade  lev- 
els rather  than  to  individual  employees;  for  morale  because  there  is  equal  pay  for  equal  work; 
for  career  development  because  of  the  systematic  relationship  of  one  job  to  another  providing 
development  and  promotion  in  sequence;  and  for  supervision  and  performance  ratings  be- 
cause an  employee  can  be  measured  against  a  stated  set  of  duties. 

It  is  impossible  now  to  determine  the  actual  range  of  salaries  for  similar  jobs  in  state  gov- 
ernment because  position  titles  are  not  descriptive.  Salary  requests  cannot  be  examined  in 
detail,  and  it  is  not  possible  to  compare  accurately  the  personnel  and  salary  expenditures  of 
one  department  with  those  of  another.  With  a  classification  and  pay  plan,  the  chief  execu- 
tive and  budget  director  can  examine  the  detail  of  salary  requests,  compare  expenditures  of 
one  department  with  those  of  another,  and  require  justification  for  any  changes. 


A  classification  and  pay  plan  will  not,  in  any  sense,  diminish  legislative  control  over  sal- 
ary appropriations.  Quite  the  contrary,  legislative  control  v/ould  be  enhanced  by  the  stand- 
ardization of  information  upon  which  salary  requests  are  judged.  The  plan  should  also  help 
prevent  the  improper  use  of  surplus  appropriated  moneys  for  salaries  when  employees  were 
not  qualified  by  virtue  of  increased  responsibility  or  demonstrated  competence. 

A  good  personnel  system  should  also  contribute  to  a  reduction  in  employee  turnover. 
Based  upon  the  number  of  persons  withdrawing  from  the  Public  Employees'  Retirement  Sys- 
tem, the  estimated  turnover  rate  for  state  agencies  is  now  20.6  percent.  At  a  cost  of  $500  per 
newly  hired  employee,  the  cost  of  replacing  the  1,792  employees  who  withdrew  from  the 
Public  Employees'  Retirement  System  July  1,  1963  to  June  30,  1964  would  be  $896,000. 

A  merit  system  would  also  benefit  operating  agencies  by  providing  a  single  office  where 
applications  would  be  submitted,  qualifications  verified,  previous  employers  contacted,  job 
Lists  checked  to  determine  vacancies,  and  the  person  directed  to  the  departments  seeking  em- 
ployees. While  assisting  department  heads  in  securing  employees,  a  merit  system  would  not 
diminish  materially  agency  control  for  employee  selection.  The  department  head  need  not  ac- 
cept one  of  the  persons  certified  to  him.  If  all  were  unacceptable,  recruiting  would  continue 
until  an  acceptable  person  was  obtained.  It  is  illogical  to  charge  a  person  with  responsibility 
for  running  an  agency  without  providing  him  with  control  over  personnel.  A  merit  system 
can  add  to  present  rights  of  non-merit  system  employees  without  unduly  restricting  depart- 
ment heads. 

Although  it  seems  to  be  a  common  belief  that  merit  systems  undermine  political  parties 
by  removing  patronage  positions  which  contribute  to  party  unity,  this  is  not  true.  The  argu- 
ment that  patronage  is  necessary  is  countered  by  the  existence  of  active,  vital  political  par- 
ties in  those  thirty  states  which  now  have  general  coverage  personnel  systems.  Patronage,  if 
carried  to  an  extreme,  can  also  develop  into  a  rigid  spoils  system  which  detracts  from  the  ef- 
ficiency and  responsiveness  of  the  public  service. 

A  merit  system  should  contribute  to  employee  morale  by  providing  "equal  pay  for  equal 
work"  and  the  right  to  request  a  hearing  before  the  Merit  System  Council  if  dischai'ged.  Al- 
though the  findings  of  the  Council  should  be  advisory  only,  a  hearing  procedure  should  reduce 
the  possibility  of  dismissal  for  insufficient  reason.  To  avoid  total  disruption  of  the  operation 
of  state  government  and  prevent  widespread  deterioration  of  employee  morale,  a  merit  sys- 
tem should  contain  a  modified  "grandfather  clause"  to  prevent  salary  reductions  for  perma- 
nent employees  and  also  provide  that  employees  with  six  months  or  more  of  service  may  be  re- 
tained in  the  permanent  service  without  examination.  To  avoid  conflicts,  a  merit  system 
should  apply  to  agencies  now  covered  by  the  Joint  Merit  System  only  insofar  as  the  new  law 
does  not  conflict  with  federal  standards.  By  providing  additional  flexibility  in  fitting  em- 
ployees to  particular  jobs  than  now  exists,  a  merit  system  should  insure  that  maximum  abih- 
ties  of  employees  are  utilized  to  a  greater  degree  benefiting  both  employer  and  employee. 

The  estimated  cost  of  a  central  merit  system  is  $85 — 89,000  per  year.  The  Joint  Merit 
System  now  has  one  staff  employee  for  each  185  persons  covered.  Tlie  new  system  would 
employ  about  ten  persons,  or  one  staff  person  for  each  600  to  700  employees  covered.  The  cost 
per  employee  covered  of  about  $12.88  as  compared  with  a  national  average  of  $20.89  does  not 
seem  excessive.  Because  a  personnel  office  would  serve  all  departments  in  a  manner  similar 
to  the  central  purchasing  division  of  the  Department  of  Administration,  costs  should  be 
shared  by  departments  operating  in  whole  or  in  part  on  special  funds  in  proportion  to  the 
service  they  receive.  The  estimated  $85,000  annual  cost  could  be  appropriated  to  the  system 
directly  from  the  general  fund,  and  provision  made  for  reimbursement  of  the  general  fund 
from  special  funds.  If  this  procedure  were  followed,  about  $51,000  would  be  supplied  from 
special  funds  and  $34,000  from  the  general  fund. 
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After  examining  the  disorderly  manner  in  which  state  government  attempts  to  cope  with 
personnel  management,  the  Council  concludes  that  a  centralized  personnel  system  should  be 
initiated.  Careful  consideration  of  the  alternative  means  of  implementing  this  recommenda- 
tion led  to  the  conclusion  that  the  most  feasible  method  is  extension  of  the  present  Joint 
Merit  System.  The  System  is  headed  by  a  trained  personnel  officer,  has  had  twenty  years  of 
experience  in  personnel  management,  and  thus  provides  a  means  by  which  the  new  law  can 
function  at  peak  efficiency.  The  Council  believes  that  the  cost  of  a  merit  system  is  modest 
compared  wdth  the  benefits  and  ultimate  savings  to  be  realized. 

Administrative   Consolidation  of  State  Retirement  Systems 

The  State  of  Montana  maintains  three  separate  agencies  to  administer  state  retirement 
systems.  This  study  was  aimed  at  determining  the  feasibihty  and  desirabiUty  of  administra- 
tive consolidation  of  these  three  agencies  retaining  the  distinctive  features  of  the  various  plans 
and  integrity  of  the  various  retirement  funds.  The  possibility  of  changing  contribution  rates 
or  benefits  paid,  and  other  things  affecting  the  integrity  of  the  various  retirement  funds  were 
not  considered. 

The  Pubhc  Employees'  Retirement  System  (PERS)  was  created  in  1945  to  "effect  econo- 
my and  efficiency  in  the  pubhc  service  by  providing  a  means  whereby  employees  who  be- 
come superannuated  or  otherwise  incapacitated  may,  without  hardship  or  prejudice,  be  re- 
placed by  more  capable  employees.  .  ."  Teachers,  highway  patrolmen,  and  game  wardens  are 
under  separate  systems.  With  these  exceptions,  the  system  covers  all  state  employees  except 
elective  officers  and  persons  appointed  directly  by  the  governor  who  elect  not  to  belong,  and 
members  of  boards  and  commissions  paid  on  a  per  diem  basis.  Employees  of  cities,  towns, 
counties,  school  districts,  and  other  public  agencies  may  elect  to  participate  under  a  contrac- 
tual agreement.  The  System  is  administered  by  a  five  member  board  appointed  by  the  Gov- 
ernor. Three  members  must  be  pubhc  employees  and  members  of  the  system;  the  other  two 
members  are  "at  large." 

The  Teachers'  Returement  System  was  created  in  1915  and  covers  all  public,  elementary 
and  secondary  teachers  in  addition  to  teaching  staffs  at  University  units  or  at  state  institu- 
tions. The  System  is  administered  by  a  five  member  board— four  members  appointed  by  the 
Governor,  and  the  Superintendent  of  Public  Instruction.  Appointive  members  include  two 
from  the  teaching  profession  and  two  public  members. 

The  Highway  Patrolmen's  Retirement  System  was  created  in  1945.  The  System  is  admin- 
istered by  a  board  consisting  of  the  chairman  of  the  Highway  Patrol  Board,  the  supervisor  of 
the  patrol,  and  three  members  of  the  Highway  Patrohnen's  Association.  The  State  Game 
Warden's  Retirement  System  was  created  in  1963  to  cover  wardens  and  supervisory  person- 
nel whose  salary  is  paid  from  Montana  fish  and  game  funds.  The  Wardens'  system  is  admin- 
istered by  the  PERS  board. 

Having  been  established  for  the  same  basic  purpose,  it  is  not  surprising  that  administra- 
tive agencies  of  the  Montana  retirement  systems  are  very  similar.  All  boards  are  responsible 
for  administration  of  their  respective  laws,  and  all  are  required  to  have  "periodic"  actuarial 
investigations.  A  final  determination  of  retirement  or  disability  benefits  is  made  by  each 
board.   Each  board  is  charged  with  the  responsibility  for  investment  of  retirement  funds. 

After  examining  these  systems,  it  was  concluded  that  they  have  no  marked  differences 
from  an  administrative  point  of  view;  in  fact,  they  are  remarkably  similar.  There  is  no  essen- 
tial difference  in  record  keeping  and  accounting  methods.  The  program  for  each  system  con- 
sists of  three  identical  fundamental  phases— collecting  and  recording  contributions,  calculating 
refunds  or  retirements  to  make  appropriate  payments,  and  investing  the  assets  of  the  systems. 
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If  the  separate  administrative  agencies  did  not  exist  and  the  state  were  considering  the 
estabUshment  of  four  retirement  systems,  there  certainly  would  be  no  valid  reasons  for  cre- 
ating separate  administrative  agencies.  In  a  number  of  states  separate  retirement  systems  are 
administered  by  a  single  agency.  If  administrative  consolidation  has  proved  successful  in 
other  states,  there  is  no  reason  to  believe  it  would  not  work  also  in  Montana. 

Because  of  the  possibihty  of  widespread  misunderstanding  of  the  goals  of  administrative 
consolidation,  and  of  the  difficulty  of  conclusively  proving  substantial  savings  or  improved 
service,  the  Council  does  not  recommend  any  action  at  this  time.  Changing  conditions,  how- 
ever, might  well  bring  about  more  persuasive  reasons  or  a  more  receptive  attitude  than  now 
exists.  Examples  of  such  conditions  are  increases  in  the  number  of  members  of  the  systems, 
advances  in  electronic  data  processing,  and  the  inauguration  of  a  program  of  total  reorganiza- 
tion of  the  executive  branch  of  government. 

Local  Retirement   Systems  for  Policemen  and  Firemen 

Although  major  efforts  were  directed  toward  determining  the  feasibility  of  administra- 
tively combining  state  retirement  systems,  the  Council  also  reviewed  local  retirement  systems 
for  policemen  and  firemen.  During  this  review,  the  Council  became  concerned  about  the  fi- 
nancial condition  of  these  funds. 

Because  employer  contributions  for  these  systems  are  derived  chiefly  from  property 
taxes,  the  condition  of  the  funds  has  a  direct  bearing  on  local  property  taxes.  Moreover,  if  the 
funds  are  not  actuarily  sound  now,  the  municipalities  may  be  incurring  a  steadily  increasing 
financial  obligation.  In  the  future  cities  may  be  faced  with  the  equally  unpleasant  alterna- 
tives of  large  increases  in  local  property  taxes,  or  reductions  in  benefits  paid. 

One  major  problem  of  the  local  retirement  systems  is  inherent  in  the  systems  themselves. 
Contributions  and  benefits  are  computed  on  averages.  In  systems  of  small  membership,  how- 
ever, averages  have  limited  application  and  unusual  circumstances  can  place  an  almost  unbear- 
able burden  on  a  small  retirement  fund.  A  second  major  problem  appears  to  be  the  provisions 
for  contributions  to  the  systems.  In  each  case,  the  employee  contribution  is  fixed  at  three  per- 
cent of  monthly  compensation,  although  the  two  state  systems  which  allow  early  retirement 
fix  the  employee  contribution  at  five  and  seven  percent.  Moreover,  the  employer  contribution 
is  based  partially  upon  property  valuations — only  indirectly  related  to  salary  or  benefits.  A 
third  major  problem  is  in  part  a  result  of  the  two  already  mentioned.  Due  to  the  small  member- 
ships of  the  systems  and  contribution  provisions,  some  of  the  funds  never  become  large  enough 
to  realize  substantial  interest  earnings — an  important  source  of  revenue  for  most  retirement 
systems. 

After  surveying  the  condition  of  local  retirement  funds,  it  is  apparent  that  some  are  not  fi- 
nancially sound.  It  is  also  apparent  that  some  municipalities  may  soon  face  the  unpleasant  de- 
cision of  increasing  taxes  or  reducing  retirement  benefits.  The  Council  concludes  that  addition- 
al information  is  needed  before  sound  recommendations  can  be  made  for  improving  these  sys- 
tems, and  that  any  adjustments  must  be  equitable  to  both  the  local  taxpayers  and  members  of 
the  systems.  The  Council  recommends  that  the  1965  legislature  appropriate  $2,000  for  an  actu- 
arial survey  of  local  retirement  systems.  Only  after  this  information  is  available  can  reason- 
able adjustments  be  made  to  improve  the  systems. 
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CHAPTER   I 

Personnel  Management  For 
State  Government 

Senate  Resolution  No.  12  of  the  1963  Legislative  Assembly  directed  the  Legislative  Coun- 
cil "to  study  the  feasibility  of  inaugurating  a  comprehensive  sj^stem  of  personnel  management 
for  state  government,"  and  to  "submit  a  written  report  of  their  findings  to  the  Tliirty-ninth 
Legislative  Assembly  together  with  recommendations  and,  if  necessary,  implementing  legisla- 
tion." The  Council  wishes  to  thank  Mr.  Melvin  P.  Martinson,  Supervisor  of  the  Joint  Merit  Sys- 
tem; Mr.  Jess  C.  Fletcher,  EmplojTnent  Service  Director  of  the  Unemployment  Compensation 
Commission;  and  Mr.  V.  A.  Burr,  Director  of  Pubhc  Assistance  of  the  Public  Welfare  Depart- 
ment for  furnishing  the  Council's  personnel  subcommittee  with  information  on  the  operation 
of  the  Joint  Merit  System.  Mr.  John  F.  Sasek,  Secretary  of  the  Public  Employees'  Retirement 
System;  Mr.  J.  Hugh  McKanny,  Executive  Secretary  of  the  Teachers'  Retirement  System;  and 
Mr.  Alex  B.  Stephenson,  Supervisor  of  the  Montana  Highway  Patrol  assisted  the  subcommittee 
by  providing  detailed  information  on  the  operation  of  the  various  state  retirement  systems.  The 
Council  is  grateful  to  Mr.  James  B.  Preston  of  International  Business  Machines  for  preparing 
an  analysis  of  the  accounting  systems  of  the  two  major  retirement  systems;  and  to  Mr.  James 
H.  Egan,  Montana  Assistant  Vice  President  of  Mountain  States  Telephone  Company,  for  meet- 
ing -^ith  the  subcommittee  to  describe  the  personnel  program  of  that  company. 

We  live  in  an  age  when  the  demand  for  a  vndening  range  of  complex  services  intensifies  the 
need  for  skilled  public  employees  who  possess  basic  qualifications  for  the  jobs  they  hold.  As 
jobs  have  become  more  complex,  both  private  industry  and  government  have  become  increas- 
ingly aware  of  the  need  to  select  and  retain  competent  employees.  To  fill  this  need,  govern- 
ments are  turning  increasingly  to  the  principle  of  demonstrated  merit  in  staffing  their  posts. 
Today  more  than  90  percent  of  federal  employees  and  about  65  percent  of  state  workers  are 
employed  under  merit  systems.^ 

In  1963  Utah  became  the  thirtieth  state  to  establish  a  statewide  merit  system.  Ten  munici- 
palities in  New  Jersey  voted  to  come  under  the  state  merit  system,  five  counties  in  Oregon 
voted  to  place  employees  under  the  merit  system,  and  Pennsylvania  consolidated  six  separate 
merit  systems  into  a  single  system  and  also  extended  merit  coverage.- 

Govemment  does  not  produce  a  tangible  product,  but  rather  provides  services  through 
public  employees.  The  supplies  purchased,  buildings  constructed,  and  equipment  used  are  all 
supplementary  to  the  personnel  involved.  The  State  of  Montana  now  employs  about  8,000  per- 
sons wdth  an  annual  payroll  of  more  than  $40  million.  Excluding  capital  outlays,  the  expendi- 
ture for  salaries  and  wages  in  Montana  represents  about  80  percent  of  the  costs  of  state  gov- 
ernment. Although  the  state  has  a  regular  procedure  for  purchasing  supplies  which  have 
proved  to  be  acceptable  either  after  testing  or  actual  use,  there  is  little  quality  control  over  the 
selection  and  testing  of  state  employees.  Faulty  supplies  can  be  replaced  almost  immediately, 
but  unqualified  public  employees  may  be  a  burden  on  taxpayers  for  many  years. 


'Oakley  Gordon,  Reed  Richardson,  and  J.  D.  Williams,  Personnel  Management  in  Utah  State  Government,  (1962)  p.  11.   Cited 
hereafter  as  Management. 

'The  Council  of  State  Governments,  The  Book  of  the  States.  1963-64,  (1964)   p.  174. 
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If  it  is  logical  that  the  state  require  mmimum  standards,  and  often  a  testing  procedure,  be- 
fore spending  $8,800  annually  for  floor  wax  for  state  buildings,  it  is  illogical  to  employ  8,000 
persons  with  virtually  no  systematic  quality  control.  Considering  the  large  expenditures  for 
salaries  and  wages,  it  is  evident  that  if  any  single  cost  to  government  requires  quality  control,  it 
is  the  employment  of  personnel. 

Personnel  Systems 

Although  the  essentials  of  a  good  personnel  program  can  never  be  reduced  to  hard  fast 
rules,  some  of  the  basic  principles  accepted  by  students  of  personnel  administration  are  as  fol- 
lows: 

/.  Development  of  a  sound  organization  structure  for  carrying  out  the 
personnel  program,  one  in  which  the  responsibiilties  of  all  those  par- 
ticipating in  the  program  are  clearly  defined. 

2.  Systematic  and  flexible  position  classification  and  the  establishment 
of  a  just  salary  plan,  taking  into  account  the  strong  competition  which 
the  private  sector  offers. 

3.  A  well-conceived  recruitment  plan  and  the  attraction  of  good  candi- 
dates by  means  of  imaginative  and  aggressive  recruiting  techniques. 

4.  A  sound  system  of  selection,  assuring  the  appointment  of  only  the  most 
qualified  candidates  and  their  placement  in  the  jobs  for  which  they 
are  best  fitted. 

5.  Comprehensive  in-service  training  programs,  aimed  at  improving  skills 
of  employees,  raising  their  morale,  and  preparing  them  for  promotion. 

6.  A  satisfactory  plan  for  the  periodic  evaluation  of  the  efficiency  of  em- 
ployees to  improve  their  performance  and  identify  the  most  competent 
ones. 

7.  A  plan  of  promotions  based  principally  on  the  merits  of  the  aspirants, 
with  the  object  of  establishing  a  career  system  by  means  of  which  good 
people  are  brought  into  the  service,  and  in  accordance  with  their  per- 
formance are  moved  up  the  line  until  they  reach  the  highest  ranking 
positions. 

8.  Constant  effort  to  improve  the  human  relations  skills  of  supervisors 
and  in  general  to  assure  proper  attention  to  human  relations  factors. 

9.  A  complete  program  for  maintaining  the  morale  and  discipline  of  the 
employees  at  a  high  level.^ 

These  essentials  may,  of  course,  be  modified  to  fit  a  particular  situation,  and  the  operation 
of  different  personnel  systems  may  vary  greatly. 

History  of  Personnel  Legislation  in  Montana 

Apparently  the  first  legislative  attempt  to  centralize  personnel  matters  was  the  enactment 
of  Chapter  108,  Laws  of  1921  which  gave  the  State  Board  of  Examiners  the  power  to  "fix  and 
designate  the  number,  compensation,  term  and  tenure  of  office  of  all  assistants,  clerks  and  ste- 
nographers for  all  civil  executive  state  offices,  boards,  commissions  or  departments."  The 
Board  was  also  given  the  power  to  discharge  any  such  assistants.  The  various  departments, 
however,  retained  the  right  to  appoint  their  own  assistants  at  rates  of  compensation  fixed  by 
the  Board. 


'Felix  A.  Nigro,  Public  Personnel  Administration,  (19S9)  p.  37. 
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No  major  changes  occurred  until  1937  when  these  laws  were  repealed  and  Chapter  5,  Laws 
of  1937  enacted.  The  new  law  provided  that  "every  civil  executive  state  office,  board,  com- 
mission, bureau,  department  or  authority  of  any  kind  appointed  by  the  governor  shall  not  ap- 
point any  assistant,  deputy,  agent  ...  nor  ...  fix  or  designate  the  number,  compensation,  term 
of  tenure  of  such  assistant  .  .  .  without  first  having  the  written  approval  of  the  governor."  The 
Governor  was  also  given  the  power  to  remove  employees,  except  elective  officials,  from  office 
when  he  deemed  it  '"for  the  best  interest  of  the  service  and  of  the  state." 

Whatever  the  motives  of  those  who  secured  the  enactment  of  this  legislation,  it  incorpo- 
rated all  of  the  undesirable  features  of  the  most  extreme  kind  of  a  spoils  system  and  presented 
a  perfect  opportunity  for  a  chief  executive  to  set  up  a  political  machine  of  state  employees.  The 
law  became  popularly  known  as  the  "Hitler  Bill." 

In  his  message  to  the  1941  Legislative  Assembly,  Governor  Sam  C.  Ford  said:  "Chapter 
5,  Laws  of  the  Twenty-fifth  Assembly,  known  as  the  Hitler  Bill,  empowers  the  governor  to 
hire  and  discharge  all  state  employees,  except  those  in  elective  offices.  In  my  opinion  this 
law  is  dangerous,  in  that  it  places  too  much  power  in  the  hands  of  one  man.  I  strongly  urge 
its  repeal  and  the  enactment  of  suitable  laws  providing  for  the  appointment  of  employees."  In 
1943  Governor  Ford's  recommendation  was  adopted  when  the  legislature  enacted  Chapter  30, 
Laws  of  1943,  virtually  restoring  the  1921  power  to  the  Board  of  Examiners  to  designate  the 
number  and  compensation  of  employees.  The  broad  powers  granted  to  the  Governor  under  the 
1937  law  were  repealed.  Except  for  the  period  between  1937  and  1943  when  the  "Hitler  Bill" 
was  in  effect,  the  Board  of  Examiners  has  had  general  supervisory  power  over  state  person- 
nel since  1921. 

The  need  for  an  improved  personnel  system,  however,  has  long  been  recognized.  More 
than  twenty  years  ago,  a  joint  committee  of  the  Montana  legislature,  after  studying  personnel 
practices,  concluded:  "Under  such  conditions  the  state  cannot  hope  to  operate  efficiently.  A 
personnel  system  should  be  built  up,  based  upon  a  graded  scale  with  salary  and  promotion 
based  upon  efficiency  and  experience."^ 

The  following  year  Griffenhagen  and  Associates  reported  to  the  Governor's  Committee 
on  Reorganization  and  Economy  as  folows: 

Need  for  a  central  personnel  agency:  It  is  a  matter  of  good  business  to 
have  the  personnel  affairs  of  any  large  employer  attended  to  by  a  spe- 
cialized central  agency  .  .  .  Highest  values  are  secured  where  uniform 
policies  are  effectively  applied  in  such  ways  as  to  insure  rates  of  compen- 
sation and  working  conditions  that  encourage  the  entrance  to  the  service 
of  the  persons  best  fitted  for  the  work  and  their  retention  in  the  service 
and  encouragement  to  devote  their  best  efforts  to  their  work.  By  such 
means,  and  by  such  means  only,  can  a  large  employer  insure  getting  any- 
where near  full  value  for  his  money  expended  for  personal  services. 

It  is,  in  fact,  vastly  more  important  that  good  business  principles  and 
procedures  be  applied  to  personnel  transactions  than  .  .  .  elsewhere.  Two- 
thirds  or  more  of  the  expenditures  of  any  large  government  organization 
are  for  personal  services.  The  opportunities  for  waste,  and  even  fraud, 
are  greater  rather  than  less,  and  the  available  safeguards  are  harder  to 
apply. 

Furthermore,  practically  all  other  expenditures  are  dependent  for  their 
effectiveness  on  the  quality  of  personal  services  rendered.  Most  institu- 
tions and  offices  are  maintained  primarily  as  working  places  for  the  ren- 


'  Report  of  Joint  Committee  on  State  Government  Organizations,  House  Journal  of  tJie  Twenty-seventh  Legislative  Assembly, 
(1941)  p.  400. 


dering  of  personal  services,  and  supplies  and  materials  are  purchased 
principally  for  use  in  the  rendering  of  such  services.  All  these  derive 
their  whole  value  from  the  effectiveness  with  which  they  are  used. 

It  should  require  no  proof  that  uniform  policies  and  procedures  of  gen- 
eral application  to  all  branches  are  desirable  in  any  large  enterprise,  in 
matters  of  general  administration.  This  is  particularly  true  in  relation 
to  matters  of  personnel.  If  employees  in  one  unit  are  paid  at  higher  rates 
than  like  employees  in  another, . .  the  employees  of  the  second  unit  would 
be  justified  in  a  feeling  of  unfair  discrimination  against  them.  Such  con- 
ditions have  an  undesirable  effect  on  the  morale  of  the  workers.  Further- 
more, a  central  personnel  agency  can  serve  all  the  operating  agencies  at 
little  more  expense  than  that  required  for  a  personnel  agency,  of  equal 
standard,  for  one  of  the  large  departments.^ 

In  1953  the  Commission  on  Reorganization  of  State  Government,  reported  similar  findings 
and  recommended  a  law  establishing  a  personnel  system  for  the  state. 

The  Montana  Personnel   Commission 

A  Personnel  Commission  was  established  by  law  in  1953.  This  Commission  was  inacti- 
vated in  1955,  after  only  two  years  of  operation,  by  the  refusal  of  the  Thirty-fourth  and  subse- 
quent Legislative  Assemblies  to  appropriate  money  to  it.  The  reasons  for  legislative  disap- 
proval seem  numerous.  The  report  of  the  Hous3  Select  Committee  on  the  Personnel  Commis- 
sion reported  some  of  these  reasons  to  the  legislature  on  February  13,  1955: 

Your  committee  finds  . .  .  that  the  members  of  the  commission  each  had  a 
different  opinion  as  to  how  to  fulfill  the  task  for  which  they  were  ap- 
pointed. The  result  was  indecision  and  an  incomplete  program  by  the 
time  the  1955  legislature  met.  The  failure  of  the  commission  to  accom- 
plish its  assignment  as  prescribed  by  law,  and  the  lack  of  coordination 
within  the  commission  itself,  can  be  blamed  in  part  on  the  lack  of  per- 
sonnel experience  of  its  members. 

The  Committee  also  found  that  unwise  and  unpopular  decisions  by  the  director  contrib- 
uted to  the  unpopularity  of  the  program  by  unnecessarily  creating  friction  between  the  per- 
sonnel office  and  state  agencies.  The  director's  personality  was  probably  a  major  reason  why 
the  Personnel  Commission  failed.  Several  members  of  the  House  met  with  the  Governor 
during  the  1955  session  and  offered  to  appropriate  money  if  the  director  were  removed.  Upon 
the  refusal  of  the  Governor  to  remove  the  director  the  legislature  refused  to  appropriate 
funds. 

The  law  also  met  opposition  because  it  extended  the  activities  of  the  Commission  beyond 
the  scope  of  ordinary  personnel  administration  by  providing  for  workload  analyses  and  em- 
ployee performance  ratings.  The  act  was  also  criticized  because  it  required  legislative  ap- 
proval of  the  detailed  compensation  plan.  The  reasons  given  for  this  latter  criticism  were:  (1) 
that  this  is  essentially  an  administrative  duty  and  would  burden  the  legislature  with  exces- 
sive detail,  (2)  there  is  the  certainty  of  a  time  lag  which  prevents  salaries  from  being  brought 
up  to  date  periodically,  and  (3)  it  involves  technical,  detailed  analyses  that  the  legislature  is 
ill-equipped  to  perform. 

Thus,  the  major  objections  to  the  Personnel  Commission  can  be  summarized  as  follows: 

(1)  Indecision  and  lack  of  coordination  within  the  Commission. 

(2)  Unnecessary  friction  between  the  personnel  director  and  state  agencies. 


'  Griffeiihagen  and  Associates,  Personnel  Administration,  Report  Xo.  54,  (1942)  p.  7,  ff. 
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(3)  Provision  for  workload  analyses  and  performance  rating  of  employees  by  the  per- 
sonnel director. 

(4)  Provision  for  legislative  approval  of  detailed  compensation  plan. 

Present  Personnel  Practices 

BOARD  OF  EXAMINERS 

As  mentioned  earlier,  the  State  Board  of  Examiners  possesses  some  general  statutory  au- 
thority in  personnel  matters.  The  Board  does  go  through  the  motions  of  reviewing  and  ap- 
proving requests  from  department  heads  for  changes  in  the  number  and  salary  of  personnel. 
The  Executive  Clerk  of  the  Board  estimates  that  from  forty  to  fifty  such  requests  are  received 
and  processed  by  the  Board  at  each  meeting.  Little,  if  any,  staff  research  is  performed  in  ad- 
vance of  such  meetings.  Inspection,  approval,  or  disapproval  of  these  forty  to  fifty  requests 
usually  takes  about  fifteen  to  thirty  minutes  of  the  Board's  time.  A  formal  motion  is  made 
to  approve  all  requests,  unless  there  are  exceptions,  and  the  Executive  Clerk  is  directed  to  in- 
dicate approval  by  affixing  facsimile  signatures  of  the  members.  The  Board  also  maintains  a 
card  file  on  state  employees  and  informs  the  Controller  of  any  changes  in  the  number  of  em- 
ployees or  salaries.   Regarding  the  Board's  personnel  functions,  in  1960  the  Council  observed: 

The  council  considered  recommending  that  the  board  of  examiners  be  di- 
vested of  their  statutory  power  to  "fix  and  designate  the  number,  com- 
pensation, term  and  tenure  of  office  of  all  assistants,  deputies,  agents, 
attorneys,  administrators,  engineers,  experts,  clerks,  accountants,  ste- 
nographers and  executive  attaches  of  all  civil  executive  state  offices"  and 
allowing  each  department  head  to  assume  responsibility  for  the  salaries 
of  personnel  in  his  department. 

The  Board  seldom  refuses  a  request  to  increase  personnel  or  salaries  and 
apparently  does  not  have  the  facilities  to  adequately  investigate  such  re- 
quests. Even  though  the  present  system  is  an  observance  of  the  form  and 
not  the  substance  of  personnel  control,  the  council  recommends  that  it  be 
maintained  until  an  effective  personnel  system  is  activated.'' 

OTHER  PERSONNEL  FUNCTIONS 

A  roster  of  state  employees,  together  with  salaries  is  maintained  in  the  State  Controller's 
office.  The  Controller,  however,  does  not  have  any  authority  to  approve  or  disapprove  the 
salaries.    His  function  is  merely  to  keep  information  on  salaries  current  for  payroll  purposes. 

While  Montana  law  specifies  that  each  employee  shall  be  granted  annual  leave  at  the 
rate  of  one  and  one-quarter  days  per  month  of  service  after  a  period  of  one  year,  in  the  case 
of  sick  leave  the  statutes  are  vague.  The  only  stipulation  contained  in  law  is  that  absence 
from  employment  for  reasons  of  illness  cannot  be  charged  as  annual  leave.  Apparently,  de- 
partment heads  have  complete  discretion  regarding  sick  leave  for  employees. 

The  only  agency  of  state  government  that  maintains  a  functional  division  of  personnel  is 
the  Highway  Department.  The  personnel  division  of  the  Higliway  Department  consists  of  a 
personnel  officer,  one  secretary,  and  a  part  time  clerk.  Recruiting  responsibility  is  divided  be- 
tween the  personnel  division  and  operating  divisions;  the  personnel  division  maintains  rec- 
ords including  applications,  vacancy  lists,  and  performance  ratings;  and  the  personnel  divi- 
sion is  responsible  for  supervision  of  in-ser\dce  training  and  safety  programs.  Written  ex- 
aminations for  clerical  applicants  are  administered  for  the  division  by  the  Joint  Merit  Sys- 
tem or  Montana  Employment  Service.  Professional  positions  usually  are  filled  without  writ- 
ten examination. 


'  Montana  Legislative  Council,  The  Orgaiiiciition  and  Administration  of  State  Government,  Report  No.  3,  (1960)  p.  35. 
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In  other  large  state  agencies,  personnel  matters  are  handled  by  various  means.  The  as- 
sistant director  of  the  Fish  and  Game  Department  has  primary  responsibility  for  personnel. 
Much  responsibility  for  recruiting  and  employment,  however,  is  delegated  to  division  heads 
with  final  approval  reserved  to  the  Director  or  Commission.  One  division,  enforcement,  ad- 
ministers examinations  periodically  through  Montana  State  Employment  offices. 

Personnel  responsibihty  in  the  Department  of  Public  Welfare  is  fragmented.  The  Depart- 
ment has  a  personnel  officer  for  maintaining  records  and  handUng  routine  matters,  but  the 
director  actually  performs  many  personnel  functions.  There  is  also  an  advisory  personnel 
committee  composed  of  division  heads  and  other  employees.  A  full  time  staff  development 
officer  is  responsible  for  in-service  training. 

The  State  Controller  functions  as  his  own  personnel  officer,  and  division  heads  are  per- 
sonnel officers  in  the  Board  of  Equalization  although  final  decisions  on  personnel  are  re- 
solved by  the  Board  itself.  In  other  departments  of  state  government,  personnel  functions 
are  usually  performed  by  the  head  of  the  department  although  the  actual  practices  may  vary 
a  great  deal.  In  the  Department  of  Pubhc  Instruction,  for  example,  one  person  is  responsible 
for  secretarial  and  clerical  employees  and  a  second  person  responsible  for  supervisory  per- 
sonnel. 

/-  The  state  presently  exerts  no  concerted  recruiting  effort,  there  is  no  uniform  classifica- 
tion and  pay  plan,  policies  regarding  some  personnel  matters  such  as  sick  leave  vary  greatly, 
and  no  overall  effort  is  exerted  to  establish  a  workable  in-service  training  program  which 
would  increase  employee  eUTciency.  In  short,  the  present  system,  or  lack  of  systern,  Aaolates 
practically  every  principle  of  good  personnel  administration.  Commenting  on  this  situation, 
one  student  of  public  administration  stated: 

Thus  if  the  present  dismal  situation  of  public  personnel  administration  in 
Montana  is  to  be  improved,  action  should,  and  must  be  taken  by  the  state 
government  .  .  .  Extension  of  the  merit  system  would  .  .  .  at  least  extend 
the  use  of  competitive  examination  as  a  basis  for  entrance  into  state  serv- 
ice, and  it  would  reduce  the  outrageous  fragmentation  of  recruiting  for 
government  jobs  that  now  exists  in  Montana.' 

The  Joint  Merit  System 

The  Merit  System  was  created  in  1940  by  the  Department  of  Public  Welfare,  Unemploy- 
ment Compensation  Commission,  and  Board  of  Health  through  the  adoption  of  concurrent 
rules,  in  response  to  a  1939  amendment  to  the  fedei'al  social  security  act  requiring  state  agen- 
cies receiving  certain  federal  funds  to  operate  a  personnel  program  administered  by  an  im- 
partial party.  Coverage  was  extended  in  1948  to  the  Department  of  Mental  Hygiene,  and  to 
the  Civil  Defense  Agency  in  1960. 

The  Merit  Council  consists  of  three  members  appointed  by  the  Governor  for  six  year 
terms  arranged  so  that  the  term  of  one  member  expires  every  two  years.  Authority  vested  in 
the  Council  includes  limited  rule-making,  recruiting,  examining,  maintaining  registers  of  ap- 
pUcants  with  passing  scores,  certifying  eligible  persons  to  operating  agencies,  reviewing 
agency  payrolls,  assisting  agencies  with  performance  ratings  and  other  personnel  procedures, 
handling  appeals,  and  submitting  reports  on  the  System.  The  Council  does  not  have  authority 
over:  (1)  the  final  selection  of  persons  for  appointment,  promotion,  and  dismissal;  (2)  prep- 
aration of  job  classification  and  compensation  plans  although  they  are  "approved"  by  the 
Council;  or  (3)  evaluation  of  employee  performance. 

All  five  agencies  submit  their  classification  and  pay  plans  to  the  Council  for  review  and 
recommendations  before  adoption.  Federal  standards  require  that  increases  in  salaries  be 
based  upon  quality  and  length  of  service,  and  that  compensation  be  comparable  with  that 
paid  for  similar  work  by  other  state  agencies.  Pay  plans  existing  under  the  Merit  System, 
therefore,  do  not  necessarily  provide  exactly  equal  pay  for  similar  positions  in  the  agencies 
covered,  but  they  do  result  in  more  uniformity  of  pay  than  exists  in  other  state  agencies. 

'Gary  Cowan,  The  Monlana  Merit  System,  (Unpublished  thesis,  Montana  State  University  Hbrary),  1957  pp.  164-65. 
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The  Merit  System  now  covers  465  state  employees  —  less  than  six  percent  of  the  total 
number.  Costs  of  operating  the  System  are  apportioned  among  the  agencies  in  proportion  to 
the  number  of  employees  covered.  In  the  fiscal  year  ended  June  30,  1964,  the  $28,000  cost  of 
the  System  was  apportioned  as  follows:  Unemployment  Compensation  Commission,  35  per- 
cent; Department  of  Public  Welfare,  33  percent;  State  Boai-d  of  Health,  27  percent;  Depart- 
ment of  Mental  Hygiene,  3  percent;  and  Civil  Defense  Agency,  2  percent. 

It  is  readily  apparent  that  the  Merit  System,  as  it  now  exists,  is  not  properly  a  "person- 
nel system"  because  of  the  lack  of  any  real  authority  to  control  in  such  vital  areas  as  posi- 
tion classification  and  pay  policy.  The  System  has,  however,  performed  satisfactorily  with- 
in its  narrow  sphere  for  the  past  twenty  years  functioning  chiefly  in  the  area  of  setting  stand- 
ards; providing  advice;  and  coordinating  the  recruiting,  examining,  and  selecting  processes  of 
the  agencies  covered.  It  has  also  standardized  job  classifications  and  pay  plans  of  the  agen- 
cies covered  even  though  final  authority  for  these  matters  rests  with  the  agencies. 

Operation  and  Effects  of  a   Central  Personnel  System 

EMPLOYEE  SELECTION 

When  properly  accomplished,  fiUing  a  vacancy  involves  three  important  steps:  attrac- 
tion of  quahfied  applicants,  elimination  of  unqualified  candidates  through  examination,  and 
appointment  of  one  of  the  better  qualified  candidates.  Only  when  these  three  steps  are  effi- 
ciently carried  out  can  the  state  be  assured  of  selecting  the  best  possible  employees. 

The  State  of  Montana  must  recruit  about  2,000  persons  each  year  just  to  maintain  its 
present  level  of  employment.  Recruiting  is  generally  uncoordinated.  Each  agency  independ- 
ently establishes  initial  contact  with  prospective  employees,  obtains  information  about  past 
employment  and  conducts  interviews.  It  is  not  unusual  for  a  half  dozen  agencies  to  accept 
applications  from,  and  interview  the  same  person  on  the  same  day. 

A  central  personnel  system  can  provide  a  coordinated  recruiting  effort  aimed  at  two  ma- 
jor objectives:  the  long-range  objective  of  building  interest  in  state  government  careers,  and 
the  short-range  objective  of  finding  qualified  individuals  for  specific  vacancies.  While  the 
long-range  objective  must  be  the  result  of  continuous  efforts  over  a  period  of  time,  recruiting 
techniques  can  be  improved  to  attain  the  short  -  range  objective  almost  immediately.  The 
elimination  of  duplicate  effort  wall  reduce  the  cost  of  hiring;  and  an  aggressive  statewide,  and 
in  some  instances  nationwide,  recruiting  program  wall  make  available  larger  numbers  of 
qualified  applicants  from  which  to  choose. 

The  second  important  step  is  the  selection  of  qualified  candidates.  A  recent  study  put 
forth  the  following  central  premises  about  selection: 

1.  What  ue  don't  know  about  applicants  WILL  hurt  us.  The  more  rele- 
vant information  that  can  be  gathered  about  the  applicant,  the  better 
the  chance  for  a  good  adjustment  of  man  to  job. 

2.  This  information  should  he  gathered  by  all  pertinent  and  feasible 
methods  of  examination. 

3.  Examination  devices  should  be  carefully  evaluated  in  terms  of  the  job 
openings  and  of  the  applicants  available.  In  some  situations  certain 
methods  of  examination  are  useless.  In  some,  one  device  produces  in- 
formation so  similar  to  that  of  another  that  the  use  of  both  is  re- 
dundant. 

4.  Final  selection  should  be  by  the  operating  agency  where  the  vacancy 
exists,  although  agency  officials  should  abide  by  statewide  standards. 
Agency  officials  should  also  have  the  predominant  voice  in  defining 
job  duties  and  the  qualifications  they  are  looking  for,  and  should  have 
a  contributing  voice  in  the  choice  of  weighting  of  examinations.^ 


'Management,  p.  59. 


Examinations  can  vary  according  to  position.  For  clerical  help,  an  "assembled"  or  wi'it- 
ten  examination  as  well  as  a  demonstration  of  ability  to  operate  office  equipment  can  be  re- 
quired. For  some  professional  positions,  an  "unassembled"  examination  can  be  given.  This 
consists  chiefly  of  reviewing  background  and  formal  training  records,  and  an  interview.  For 
most  professional  positions,  written  examinations  and  a  rating  of  training  and  experience  are 
used  to  rank  applicants. 

The  last  step  in  filling  a  vacancy  is  appointment.  After  the  qualifications  and  potential 
performance  of  prospective  employees  are  determined  by  the  personnel  office,  they  are  cer- 
tified as  quaUfied  to  the  operating  agency.  Tnen,  from  several  competent  candidates  the 
agency  head  "hand  picks"  the  employee  who,  in  his  opinion,  will  perform  best  on  the  particu- 
lar job. 

Combined,  these  three  steps  greatly  enliance  the  possibility  that  the  employee  will  per- 
form well  on  the  job  and  choose  government  as  a  career. 

JOB  CLASSIFICATIONS  AND  SALARY 

Job  classification  is  the  technique  of  measuring  many  diverse  positions  against  three 
yardsticks:  duties,  qualifications,  and  levels  of  responsibility.'^  When  adequately  constructed, 
a  job  classification  plan  permits  recruiting  officers,  payroll  analysts,  budgeting  officers,  and 
legislators  to  evaluate  public  employment  in  terms  of  classes  of  positions  rather  than  indi- 
vidual positions  scattered  throughout  state  government. 

The  need  for  a  classification  plan  for  state  employees  was  dramatically  revealed  by  a 
salary  survey  conducted  by  the  Budget  Director  in  1960  and  1961.  Some  examples  from  this 
survey  are  shown  below. 

Title  Salary  Range 

Administrative  Assistant  - $380  -  535 

Supervisor  - -       265  -  775 

Chief  367  -  736 

Assistant  Chief - - 430  -  600 

Accountant   - - 216  -  541 

Research  Assistant - 430  -  600 

Auditor    - 300  -  675 

Inspector 250  -  675 

Clerk  Typist  150  -  385 

The  results  of  the  survey  were,  of  course,  meaningless,  simply  because  the  job  titles  are 
meaningless.  The  survey  did  illustrate  the  futility  of  attempting  to  draw  intelligent  conclu- 
sions on  the  state's  personnel  policies  from  available  data. 

Reducing  position  classes  to  a  workable  number  has  far-reaching  implications;  for  re- 
cruiting because  the  duties  and  qualifications  for  a  wide  range  of  similar  positions  are  speci- 
fied; for  salary  administration  because  salaries  are  tied  to  grade  levels  rather  than  to  indi- 
vidual employees;  for  morale  because  there  is  equal  pay  for  equal  work;  for  career  develop- 
ment because  of  the  systematic  relationship  of  one  job  to  another  providing  development  and 
promotion  in  sequence;  and  for  supervision  and  performance  rating  because  an  employee 
can  be  measured  against  a  stated  set  of  duties.^" 

'Ibid.,  p.  71. 
"Ibid. 


After  jobs  have  been  accurately  described  and  classified,  the  foundation  exists  upon 
which  an  equitable  pay  plan  may  be  built.  A  major  goal  of  a  personnel  system  is  to  estab- 
lish a  pay  plan  which:  (1)  provides  equal  pay  for  equal  work,  (2)  is  geared  closely  enough 
to  pay  in  private  industry  to  prevent  the  loss  of  good  employees,  and  (3)  which  prevents  ex- 
cessive salaries. 

It  is  impossible  to  determine  the  actual  range  of  salaries  for  similar  jobs  in  state  govern- 
ment now  because  position  titles  are  not  descriptive.  Salary  requests  cannot,  therefore,  be 
examined  in  detail.  Nor  is  it  possible  to  compare  accurately  the  personnel  and  salary  ex- 
penditures of  one  department  with  those  of  another.  With  a  classification  and  pay  plan,  the 
Governor  and  Budget  Director  can  examine  the  detail  of  salary  requests,  compare  salary 
expenditures  of  one  department  with  those  of  another,  and  require  justification  for  new 
positions  or  changes  in  existing  positions. 

A  classification  and  pay  plan  will  not,  in  any  sense,  diminish  legislative  control  over  sal- 
ary appropriations.  Quite  the  contrary,  legislative  control  over  salary  appropriations  would 
be  enhanced  by  the  standardization  of  information  upon  which  salary  requests  are  judged. 
While  an  appropriation  for  operation  includes  an  agreed  upon  amount  for  salaries,  legislators 
have  no  assurance  that  administrators  will  not  use  excess  moneys  for  inordinate  salary  in- 
creases. A  classification  and  compensation  plan  would  prevent  the  improper  use  of  surplus 
appropriated  moneys  for  salaries  when  employees  involved  were  not  qualified  by  virtue  of  in- 
creased responsibilities  or  demonstrated  competence. 

The  classification  and  pay  plan  would  also  insure  that  promotions  are  based  upon  merit. 
Although  the  pay  plan  would  provide  for  salary  increments  within  the  same  grade  for  in- 
creased efficiency  and  longevity,  a  personnel  system  would  require  that  employees  demon- 
strate additional  ability  for  promotion  to  a  higher  salary   grade. 

After  examining  budgeting  practices  of  a  state  similar  to  Montana,  a  management  con- 
sulting firm  stated: 

Since,  however,  personnel  costs  are  by  far  the  largest  object  of  current 
expenditures  for  most  governmental  agencies,  there  is  a  need  for  special 
attention  to  these  costs. 

There  needs  to  be  established  a  system  of  authorized  positions  by  title  and 
salary  grade.  Personnel  services  budgets  should  be  arrived  at  by  simply 
adding  the  rates  of  authorized  positions,  adjusted,  at  least  in  large  de- 
partments, by  a  factor  to  reflect  vacancies.  Any  deviations  from  the 
established  staffing  pattern  during  the  fiscal  period  should  require  re- 
view and  approval  of  the  Budget  Office.  The  practice  of  many  agencies 
of  using  savings  from  vacant  positions  to  add  new  positions  at  the  end 
of  a  budget  period  defeats  much  of  the  purpose  of  budget  review. 

For  personnel  control  to  be  properly  exercised,  position  classification  and 
pay  plans  currently  maintained  are  practical  necessities.  The  Budget  Of- 
fice's concern  with  position  control  would  not  infringe  on  responsibilities 
of  the  central  personnel  office.  The  latter  office  should  be  clearly  re- 
sponsible for  classifying  positions  and  other  personnel  matters  relating 
to  employee  recruitment  and  evaluation.^^ 


"  Public  Administration  Service,  Report  on  Implementation  of  the  1963  Budget  Act  State  of  South  Dakota,  (1964)  p.  47. 
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EMPLOYEE  TURNOVER 

A  good  personnel  system  should  also  contribute  to  a  reduction  in  employee  turnover.  If 
able  employees  are  selected,  high  morale  maintained,  and  just  compensation  provided,  em- 
ployees will  be  encouraged  to  continue  their  employment. 

Numerous  studies  have  been  conducted  by  private  industry  to  measure  turnover  costs.  A 
private  consulting  firm  examined  the  economics  of  a  personnel  system  in  1956  and  concluded 
that  the  direct  investment  necessary  to  recruit,  select,  and  train  a  newly  hired  clerk,  factory 
worker,  or  sales  clerk  was  about  $500.  At  higher  levels  such  as  engineers,  technical  office  per- 
sonnel, salesmen,  supervisors,  management  trainees  and  similar  positions,  the  investment 
ranged  between  $5,000  and  $15,000.'- 

An  illustration  of  the  high  costs  of  employee  turnover  was  given  by  the  personnel  direc- 
tor for  the  city  and  county  of  Denver  as  follows: 

.  . .  A  few  years  ago  the  American  Management  Association  surveyed  136 
companies  and  arrived  at  an  average  estimated  cost  of  replacing  a  sales- 
man at  $6,684.  In  the  aircraft  industry  the  cost  of  replacing  an  assembly 
worker  was  $1,000  while  the  cost  of  the  replacement  of  a  dictating  machine 
operator  for  an  insurance  company  was  $700.  During  one  year  of  opera- 
tion, an  aircraft  company  hired  193  engineers  and  scientists,  and  lost  139 
— a  net  gain  of  54.  The  recruiting  cost  alone  was  $907, 000.^'^ 

Unfortunately,  good  information  on  the  turnover  rate  of  state  of  Montana  employees  is 
not  available.  However,  based  upon  the  number  of  persons  withdrawing  from  the  Public 
Employees'  Retirement  System  July  1,  1963  to  June  30,  1964,  the  estimated  turnover  rate 
for  state  agencies  is  20.6  percent."  At  a  cost  of  $500  per  newly  hired  employee,  the  cost  of 
replacing  the  1,792  employees  who  withdrew  from  the  Public  Employees'  Retirement  System 
July  1,  1963  to  June  SO.  1964  would  be  $896,000. 


OPERATING  AGENCIES 

A  centralized  system  would  benefit  the  operating  agencies  of  state  government.  Each 
agency  must  now  maintain  records  of  applications  and  interviews,  uncertain  of  when  a  va- 
vancy  will  occur,  or  whether  the  person  will  be  available  when  a  vacancy  does  occur.  Under 
a  central  personnel  system,  an  application  would  be  submitted  to  one  office,  qualifications  veri- 
fied, previous  employers  contacted,  job  lists  checked  to  determine  vacancies,  and  the  person 
directed  to  departments  seeking  employees.  The  agency  head  would  be  relieved  of  the  onerous 
chore  of  determining  the  person's  background  and  qualifications  and  conducting  prelimi- 
nary interviews. 

Efforts  by  individual  departments  to  attain  good  personnel  management  practices  vary; 
however,  it  is  significant  that  the  one  agency  which  employs  a  full-time  personnel  officer  and 
maintains  a  personnel  division — the  Highway  Commission,  has  apparently  fallen  short  of  ef- 
fectively filling  its  manpower  needs.  A  recent  management  study  found  that:  (DA  high  per- 
centage (43  percent)  of  the  managerial  personnel  of  the  Department  will  reach  retirement 
within  nine  years,  (2)  In  many  instances  the  logical  successors  to  major  managerial  person- 


'- Industrial  Psychology  Inc.,  Personnel  Costs—The  Difference  Betzi'ecn  Profit  and  Loss?,  (1956)  no  pagination. 

"F.  Arnold  McDermott,  "Savings  in  Personnel  Costs,"  Minnesota  Municipalities,  (November,   1961)   p.  321. 

'*  Computed  by  dividing  membership  of  8,715  on  Tune  30,  1964  into  1,792  persons  who  withdrew  membership  July   1,  1963  to 
June  30,  1964. 
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nel  are  almost  as  old  as  or  older  than  their  superiors,  (3)  A  relatively  small  number  of  per- 
sonnel are  evaluated  by  their  superiors  as  possessing  the  necessary  ability  to  develop  into 
higher-level  managers,  and  (4)  Montana  ranked  fourth  from  the  bottom  among  state  high- 
way departments  in  the  percentage  of  graduate  civil  engineers  among  total  classified  engi- 
neers employed  in  1960.  (Tiie  percentage  of  graduate  civil  engineers  employed  in  this  cate- 
gory by  Montana  was  14.2  percent  as  compared  to  the  national  average  of  44.5  percent.)  Ma- 
jor recommendations  of  the  report  were:  (Ij  to  maintain  a  continuous  analysis  of  the  De- 
partment's managerial  and  supervisory  personnel  needs — and  of  personnel  available  to  fulfill 
these  needs,  (2)  to  plan  and  conduct  a  systematic  recruiting  program,  and  (3)  to  develop  a 
performance  appraisal  system  designed  to  improve  managerial  and  supervisory  perform- 
ance.^" 

While  assisting  the  department  head  in  securing  employees,  a  personnel  system  would 
not  materially  diminish  agency  control  over  employee  selection.  The  department  head  need 
not  accept  one  of  the  persons  certified  to  him  by  the  personnel  department.  If  all  were  un- 
acceptable, recruiting  by  the  personnel  office  would  continue  until  an  acceptable  person  were 
obtained.  Furthermore,  if  a  department  head  so  desired,  he  could  recruit  his  own  employees 
— the  only  requirement  being  that  these  persons  meet  the  prescribed  standards. 

Although  the  Council  concludes  that  pubhc  employees  should  be  provided  protection 
from  capricious,  arbitrary  dismissal,  every  attempt  should  be  made  to  retain  control  over  em- 
ployees in  the  department  heads.  The  Council  beheves  that  it  is  illogical  to  charge  a  person 
with  responsibility  for  running  an  agency  of  state  government  without  providing  him  with 
control  over  personnel.  To  protect  the  rights  of  employees  without  infringing  upon  the  prop- 
er authority  of  department  heads,  a  Merit  System  should  provide  that  an  emploj-ee  may  re- 
quest a  hearing  before  the  Merit  System  Council  if  he  feels  his  status  has  been  changed  with- 
out justification.  After  hearing  the  appeal,  the  Council  should  submit  a  written  finding  to 
the  department  head;  but  the  final  decision  to  retain  or  dismiss  the  employee  should  rest  with 
his  immediate  supervisor.  This  would  add  to  present  rights  of  non-merit  system  employees 
without  unduly  restricting  department  heads. 

EFFECT  ON  POLITICAL  PARTIES 

It  is  a  common  belief  that  merit  systems  tend  to  undermine  political  parties  by  removing 
patronage  positions  which  contribute  to  party  unity.  A  recent  Utah  study  stated: 

The  State  of  California  is  a  "living  rebuttal"  to  the  argument  that  a  state- 
wide merit  system  destroys  political  parties.  A  no  more  healthy  two-party 
system  than  California's  can  be  found  anywhere  in  the  country.  And 
California  is  a  state  with  a  far-flung  merit  system  reaching  down  to  most 
city  and  county  jobs.^*^ 

To  determine  the  effect  of  a  merit  system  on  political  parties,  the  Utah  study  conducted 
a  survey  of  state  personnel  directors  and  political  leaders.  State  party  chairmen,  of  course, 
were  not  so  preponderantly  in  favor  of  a  merit  system  as  state  personnel  directors.  The  ma- 
jority of  the  party  leaders  responding  to  the  survey,  however,  said  it  had  improved  state  gov- 
ernment and  had  not  had  a  harmful  effect  on  the  parties.  The  personnel  director  in  Michigan 
stated: 

We  can  tell  you  that  staff  members  including  chairmen  of  both  the  Demo- 
cratic and  Republican  State  Central  Committees,  have  credited  the  merit 
system  as  actually  facilitating  the  work  of  the  parties,  and  especially  of 
the  committees.  Instead  of  worrying  about  patronage  placement,  the 
party  can  concentrate  on  organization  and  philosophy.^'' 


'^Roy  Jorgenson  and  Associates,  Montana  Highway  Management,  (1962)  pp.  26-29. 
'"Management,  p.  142. 
"Ibid.,  p.  141. 

—11— 


.  .  .  >V>!»«^  ifUMfi^  atuMiii  (t*  :ir';ri'j.t-:4  i^;  Dr<^:*:^  thf.  */  c/  f ^(«  '/':,' 

thk  di^t^'f  '^.1."'   1',  ''■'>*;  ijj...  .  /khX  hjhij/ii,  ijjnA.  ,,..,,..  ..^y,-,..-:. 

tuifA:  i.i  ■■■  tM^f  til*.  >.  -<r/fc(  '/I  'J.  teif.  oitucr  If^u  f^rvtri^ 

rur'  *,  •    ■         ,      ,,,,  i^M^Mi.   //'/</;■<?' *-r,  'Mff.tir  pu^jli/: 

A/i/.  ■  '/  oji  a  '  J'tijrru-.rd.  A 

fit/  t'/ifn  Ot  nJ(t  [M/ilUujji 

Oii  k 

ay  U»  oiis^"  irance  that 

'"'.''■  .:.,(tfi  \f>  a 

wi  '-rn  (U/nncll, 

To  svoj/i  xfcfn  opers^.ion  of  s-^sf/^  'jo^/emrni:nt  ari4  prevent  Wi';    ,.       i 

'I,  a  jrp  contain  a  modifij&d  "grand fathrrr 

-'  rnorft  wrrvi/^x- from 

/  plan,  and  ^2;  pro- 

up<w  tbfi  recomrntrnrJatJon  ^/f 

'I    in    th<r   <:\hf.i:)fU:(i    KCIvinU 

I'.ii.m  would  be  only  tem- 

T-o  p(ax?e  '-6  on  en  eooel  fftrtfini/  stetut<e«  granting  l^nurfe  u*  «^fnploy<  <  -  y/ho 

rn/j^d  or  repfealfcd,  The  ttgerif-iew  nffwiU'd 

.  i.w,  o,,.j  •■>.//.•:      -y,,.,/.!.:.-.!'-;,,  iiii/i.//j/    iwrol;  fitet^  fHeon,  /jfid   IjyftHlork  H.'init.'iry 


A  :*/?•';./  *-. /:'trri-  :;i;'-i;'/1  r:r7r7fy  t;/^  crnninypMi-  prfegfently  covferfcd  hy  liifc  Joint  Mhril.  fHyfilcrn 
OTii  .  fekral  «tand«rd«,   The  etatufi  of  coipldyheM 

-uj;  i.t»#refofe,  remain  urif.'hwnged  with  n«  Inttr:  of 

..  ■..     ■    .,    .      ^  ^,  -  •  m, 

^.  ,,-,>iOwn<e|  sy^J^rn  /- ;  "^i.*.  ,..<,/)4e  more  flesrihilily  in  fil.l.ing  employtjew  Ui  idjiiicuhji 

joN  thiitt  nr/w  ejii&ts.   For  eK&ropUs,  if  &n  errifdoyee  were  qualified  f'»r  n  heller  (lOhilion  llud. 
di/i  ler  lo  ft  deporlnibfil.  where  ijijcli  un  ophninH 

feifi"..--.;     '-  ,,,■..  M, ,.-!,.  .>,,M.i,.-.4  '-i  .;./.|..i'./t:e(3  ftOMid  he  idlli/ed  Ui  f»  yieidiM  (\h^>ji-i'  tliiui 

at  (tie  prefcenl-  lime,,  henfefiling  holh  employer  hod  employee 


12 


EFFECTS  ON  PRESENT  STATUTES 

A  proposed  law  need  not  specifically  repeal  or  amend  any  sections  of  the  code  giving 
state  agencies  general  authority  to  hire,  fire  and  set  the  compensation  of  employees.  A  state- 
ment of  intent  that  the  merit  system  covers  all  state  employees  not  specifically  exempted 
from  the  coverage  would  suffice.  In  other  instances,  however,  it  would  be  necessarj'^  to 
amend  or  repeal  specific  statutes  which:  (1)  grant  tenure  to  employees,  (2)  set  statutory  sal- 
aries of  employees  below  the  department  head  level,  (3)  vest  personnel  authority  in  the 
Board  of  Examiners,  or  (4)  provide  for  examination  and  testing  procedures. 

Personnel   Programs   in  Private  Industry 

During  the  study  of  a  state  personnel  system,  the  views  of  a  large  corporation  operating 
in  Montana  were  solicited.  This  company  employs  four  full-time  personnel  specialists,  includ- 
ing a  personnel  director,  for  about  2,600  employees  in  Montana.  The  company  also  pro\ades 
speciahzed  personnel  training  for  each  supervisor,  sending  them  to  management  schools  an 
average  of  three  times  during  their  career  with  the  company. 

Representatives  of  the  company  stressed  the  need  for  highly  trained  interviewers  to  in- 
sure proper  employee  selection,  as  well  as  adequate  employee  performance  ratings  and  pro- 
motion based  on  merit.  They  added  that  the  proposed  expenditure  for  a  state  personnel  sys- 
tem of  two-tenths  of  one  percent  of  total  payroll  is  "very  modest."  In  summarj%  this  com- 
pany firmly  believes  that  the  dollar  costs  of  a  personnel  program  are  well  justified  in  terms 
of  inci'eased  employee  efficiency. 

Estimated   Cost   of   a   Centralized   Personnel   System 

The  Joint  Merit  System,  which  covers  about  741  state  and  county  employees,  has  a  staff  of 
4  persons.  The  supervisor  of  the  System  estimates  that  about  9  employees  in  the  first  year  and 
10  employees  in  the  second  year  is  the  minimum  staff  necessarj-  to  administer  a  statewide  per- 
sonnel system.  In  view  of  the  fact  that  the  Joint  Merit  System  now  has  1  staff  employee  for 
each  185  persons  covered,  1  staff  employee  for  each  600-700  employees  covered  under  a  state- 
wide personnel  system  does  not  seem  excessive. 

During  its  first  two  j^ears  tlie  system  would  be  faced  mth  the  comphcated  task  of  pre- 
paring classification  and  compensation  plans  for  state  employees,  defining  recruiting  proce- 
dures, and  modifying  or  preparing  new  examinations  for  positions  in  state  government.  The 
Council  would  also  have  to  meet  frequently  during  the  first  years  of  operation  to  set  policy 
guides. 

A  detailed  estimated  budget  is  shown  in  the  following  table: 

Item  Budget  1965-66        Budget   1966-67 

1.  Council  members  per  diem,  travel  and  subsistence _  S  2.025  $  2,025 

2.  Staff  salaries 56,880  62,340 

3.  Examination  program   (monitors)                                    1.500  2,100 

4.  Supplies  and  materials. 6,000  8,000 

5.  Communications 2,500  3,500 

6.  Travel,  staff 1.200  1.500 

7.  Office  machine  maintenance _ 500  500 

8.  Employee  benefits  (retirement,  social  security,  etc.) 3,370  3,710 

9.  Membership,  public  personnel  association 500  500 

10.  Capital  expenditures 1,000  1,000 

11.  Non-recurring  capital  items  (including  $2,000  payment  for 

equipment  and  supplies  of  present  merit  system) 6.000  

12.  Contingency 4.000  4,000 

TOTALS SS5,475  $89,175 
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Detailed  information  obtained  from  several  states  operating  personnel  systems  covering 
from  3,500  to  8,500  employees  revealed  that  annual  budgets  for  these  agencies  range  from 
$62,000  to  $328,000  and  the  cost  per  covered  employee  ranges  from  $15.24  to  $74.17.  The 
number  of  employees  which  v/ould  be  covered  in  Montana  is  estimated  at  6,600.  The  cost  per 
employee  covered  would  run  about  $12.88  as  compared  with  a  national  average  of  $20.89. 

Because  a  personnel  office  would  serve  all  departments  in  a  manner  similar  to  the  central 
purchasing  division  of  the  Department  of  Administration,  the  costs  should  be  shared  by  de- 
partments operating  in  whole  or  in  part  on  special  funds  in  proportion  to  the  service  they  re- 
ceive. The  Merit  System  could  operate  on  a  single  general  fund  appropriation  with  the  costs 
pro  rated  among  the  agencies  in  proportion  to  the  number  of  employees  covered.  To  avoid 
complicating  the  appropriating  process,  the  Controller  could  transfer  moneys  from  special 
funds  to  reimburse  the  general  fund. 

The  amounts  transferred  from  special  to  the  general  fund  could  be  based  upon  the  aver- 
age cost  per  employee  covered,  the  number  of  covered  employees  in  the  agency,  and  the  per- 
centage relationship  of  general  and  special  funds  comprising  the  operating  budget  of  the 
agency.  About  sixty  percent  of  the  estmiated  cost  would  come  from  special  funds  and  about 
forty  percent  from  the  general  fund.  Of  the  estimated  $85,000  annual  cost,  therefore,  $51,000 
would  be  supplied  from  special  funds  and  $34,000  from  the  general  fund. 

Conclusions  and  Recommendations 

After  examining  the  disorderly  manner  in  which  state  government  attempts  to  cope  with 
personnel  management,  the  Council  concludes  that  a  centralized  personnel  system  should  be 
initiated.  A  bill  to  implement  this  recommendation  appears  in  Appendix  A.  This  recommen- 
dation is  intended  to  increase  efficiency  in  state  government  in  every  step  involving  person- 
nel management — from  the  time  the  initial  interview  with  an  applicant  occurs  to  the  legisla- 
tive review  of  operating  budgets.  While  some  anticipated  savings  are  intangible  and  thus  not 
susceptible  of  being  stated  in  dollar  amounts,  it  is  possible  to  measure  the  costs  of  employee 
turnover,  which  are  estimated  at  over  $800,000  per  year. 

There  are  several  alternative  means  of  establishing  a  state  personnel  system.  Careful 
consideration  of  the  alternatives,  however,  led  to  the  conclusion  that  the  most  feasible  method 
would  be  extending  the  scope  of  the  present  Joint  Merit  System.  This  system,  which  is 
headed  by  a  trained  personnel  officer,  has  had  twenty  years  of  experience  in  recruiting,  ad- 
ministering and  grading  examinations,  preparing  salary  surveys  upon  which  pay  plans  may 
be  based,  and  hearing  employee  appeals.  The  Council  believes  that  only  with  a  qualified  di- 
rector, trained  staff,  and  a  governing  board  with  some  experience  in  personnel  matters  can 
the  new  law  function  at  peak  efficiency. 

The  Council  also  considered  activating  the  Personnel  Commission  which  has  been  inop- 
erative since  1955.  After  an  examination  of  that  law,  the  Council  concluded  that  its  pro- 
visions are  vague,  ambiguous,  and  that  the  duties  of  the  Commission  and  director  are  ill  de- 
fined. Because  amendment  of  this  statute  to  make  it  workable  would  amount  virtually  to  a 
complete  revision,  the  Council  decided  to  recommend  repealing  the  old  personnel  law  and  en- 
acting a  new  act. 

To  avoid  conflict  with  federal  statutes  for  agencies  receiving  federal  funds  and  hence 
jeopardize  important  programs,  the  proposed  law  applies  to  agencies  now  covered  by  the 
Joint  Merit  System  only  insofar  as  the  provisions  are  not  in  conflict  with  federal  law.  (See 
Section  6  (2)  of  proposed  bill.) 

The  exceptions  listed  in  Section  7  of  the  suggested  law  are  common  to  most  personnel 
systems.  In  most  cases,  the  exempt  persons  are  determined  by  expediency — that  is,  em- 
ployees which  it  would  be  impractical  to  cover  are  exempted.   The  Council  also  considered 
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the  possibility  of  exempting  all  employees  of  the  Governor's  office  because  of  the  policy  im- 
plications of  employment  in  that  office.  Because  the  Governor  can  dismiss  employees,  and  be- 
cause of  the  provision  that  if  the  employees  certified  by  the  personnel  agency  are  not  ac- 
ceptable to  the  department  head  recruiting  will  continue  until  acceptable  employees  are 
found,  it  was  felt  that  little,  if  any,  restrictions  were  placed  upon  the  Governor  in  staffing 
his  office.  At  most,  only  two  or  three  employees  of  the  Governor's  office  would  be  under  the 
merit  system,  and  it  would  be  an  easy  task  for  the  Governor  to  recruit  his  own  employees  for 
these  positions. 

The  recommended  law  also  clearly  defines  the  procedure  for  preparing  a  classification 
and  pay  plan.  Although  the  Council  concludes  that  initial  preparation  of  a  classification  and 
pay  plan  should  be  the  responsibility  of  a  personnel  expert,  in  recognition  of  the  Governor's 
responsibility  for  budgeting,  the  proposed  law  provides  that  the  pay  plan  must  be  submitted 
to  the  Budget  Director  and  Governor  for  final  approval.  This  procedure  insures  that  the 
executive  budget  will  be  coordinated  with  the  pay  scale.  The  law  also  specifically  provides 
that  this  procedure  shall  in  no  way  limit  the  power  of  the  legislature  in  appropriating  funds 
for  salaries. 

Because  it  would  be  disruptive  of  employee  morale,  and  hence  detrimental  to  the  state, 
to  require  that  all  present  employees  be  examined  for  proficiency,  they  would,  on  the  recom- 
mendation of  the  head  of  the  agency  in  which  they  are  employed,  automatically  be  placed 
under  the  merit  system  without  examination.  Employees  hired  after  the  law  became  effec- 
tive, however,  would  be  required  to  qualify. 

The  cost  of  financing  the  proposed  Merit  System  would  require  an  annual  general  fund 
appropriation  of  approximately  $85,000,  $51,000  of  which  would  be  reimbursed  from  special 
funds.  Section  19  of  the  proposed  bill  defines  the  procedure  for  determining  contributions 
from  special  funds.  Because  of  the  difficulty  in  recruiting  a  specialized  staff  and  the  heavy 
workload  during  the  first  two  years  the  personnel  system  will  operate,  the  Council  recom- 
mends that  the  proposed  law  become  effective  immediately.  The  Merit  System  should  be 
provided  with  an  appropriation  of  $4,000  to  be  used  prior  to  July  1,  1965  so  that  the  last  four 
months  of  this  biennium  can  be  used  to  full  advantage.  The  Council  believes  that  this  cost  is 
modest  compared  with  the  benefits  and  ultimate  savings  to  be  realized.  The  state  can  no  long- 
er afford  the  luxury  of  chaos  in  an  area  that  critically  affects  the  daily  operation  of  every 
agency  of  state  government. 
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CHAPTER   II 

Administrative  Consolidation  of 
State  Retirement  Systems 

The  State  of  Montana  maintains  three  separate  agencies  to  administer  state  retirement 
systems.  House  Joint  Resolution  No.  17  of  the  1963  legislative  assembly  requested  that  the 
Council  conduct  a  comprehensive  study  of  retirement  systems  for  public  employees  to  deter- 
mine the  feasibility  and  desirabihty  of  administrative  consolidation  which  would  retain  the 
distinctive  features  of  the  various  plans  and  the  integrity  of  the  various  retirement  funds. 

This  study  was,  therefore,  restricted  to  the  subject  of  consolidation  for  administrative 
purposes  only.  The  possibihty  of  changing  the  rates  of  contribution  or  benefits  paid,  and 
other  things  affecting  the  integrity  of  the  various  retirement  funds  were  not  considered. 

Public   Employees'  Retirement   System 

Chapter  212,  Laws  of  1945  created  the  Montana  Public  Employees'  Retirement  System 
(PERS)  to  "effect  economy  and  efficiency  in  the  pubhc  service  by  providing  a  means  where- 
by employees  who  become  superannuated  or  otherwise  incapacitated  may,  wdthout  hardship 
or  prejudice,  be  replaced  by  more  capable  employees.  .  ." 

The  system  became  operative  thirty  years  after  passage  of  the  Teachers'  Retirement 
System,  and  excluded  all  persons  covered  by  the  latter  plan.  In  addition,  members  of  the 
Highway  Patrolmen's  Retirement  System  were  excluded.  With  these  two  exceptions  the  sys- 
tem covered  all  state  employees  except  elective  officers  and  persons  appointed  directly  by  the 
governor  who  elect  not  to  belong,  and  members  of  boards  and  commissions  paid  on  a  per  diem 
basis. 

In  addition  to  state  employees,  the  system  covers  employees  of  cities,  towns,  counties, 
school  districts,  and  other  public  agencies  who  elect  to  participate  under  a  contractual  agree- 
ment with  the  state.  PoUcemen  and  firemen,  who  have  separate  retirement  systems,  do  not 
generally  belong  to  PERS.  Pohcemen  may  be  covered  if  they  do  not  belong  to  a  system 
under  the  metropohtan  police  law,  and  firemen  may  be  covered  if  they  will  accept  PERS  re- 
tirement provisions. 

During  the  fiscal  year  ended  June  30,  1963,  total  employees  covered  by  the  system  were 
as  foUows: 

State 7,833 

Counties  — - 3,669 

Cities  and  Towns..— — 1,695 

School  districts 

(non-teaching  personnel) 1,491 

Other  Public  Agencies - 186 

TOTAL 14,874 
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Employee  contribution  rates  are  based  upon  sex  and  age  to  the  nearest  birthday  when 
employed.  Rates  are  designed  to  provide  an  average  annuity  at  age  sixty-five  equal  to  1  140 
of  the  final  compensation  of  the  member,  according  to  tables  adopted  by  the  board,  for  each 
year  of  service  rendered.  The  employee  rate  of  contribution  must  be  estimated  on  expected 
final  compensation  and  expected  life  span  after  retirement.  Present  rates  vary  from  a  low 
of  3.0  percent  of  gross  salary  for  a  male  beginning  work  at  15  years  of  age,  to  9.0  percent  of 
gross  salary  for  a  female  beginning  work  at  age  64.  In  addition,  employees  pay  a  portion  of 
administrative  costs  through  an  annual  membership  fee  of  one  dollar.  Employer  contributions 
are  3  percent  of  gross  compensation,  plus  0.3  percent  for  administrative  expenses. 

The  PERS  is  administered  by  a  five  member  board  appointed  by  the  governor.  Three 
members  must  be  public  employees  and  members  of  the  sj'stem;  the  other  two  members  are 
"at  large." 

The  Board  has  authority  to  make  necessary  rules  and  regulations,  appoint  a  secretary  for 
administrative  purposes,  determine  qualifications  for  retirement,  death,  or  disability  bene- 
fits, and  credit  members  with  interest  on  funds  invested.  The  retirement  funds  are  under  the 
exclusive  control  of  the  Board. 

Routine  administration  is  handled  by  a  staff  of  twelve  persons  including  a  secretary,^ 
chief  accountant,  senior  accountant,  actuary-accountant,  field  auditor,  accountant,  reception- 
ist, payroll  auditor,  two  posting  machine  operators,  cashier,  and  claim  clerk.  Total  adminis- 
trative costs  of  the  PERS  system  for  the  fiscal  j'ear  ended  June  30,  1963  were  $92,571.  Direct 
salary  costs  of  administrative  personnel  were  $61,300  or  66.2  percent  of  total  cost. 

The  PERS  accounting  system  annually  computes  4,500  to  5,000  refunds  for  members  who 
have  withdrawn  from  the  system,  issues  about  2,000  retirement  checks  per  month,  calculates 
from  12  to  15  new  retirements  monthly,  and  maintains  about  16,000  active  and  400  inactive  ac- 
counts. 

The  largest  single  task  is  posting  employee  contributions  to  the  accumulated  savings 
fund  account.  This  entails  dating  and  sorting .  payroll  reports,  posting  to  the  member's  ledger 
card  and  determining  the  new  balance,  balancing  the  total  on  the  journal  to  that  of  the  em- 
ployee payroll  report,  and  finally  posting  the  new  balance  to  the  employee  ledger  card.  This 
is  now  being  done  on  two  posting  machines.  Paper  tape  is  punched  automatically  as  the  ac- 
counts are  being  posted.  This  tape  is  then  converted  to  punched  cards  which  are  used  for 
analysis  and  writing  yearly  statements  for  members. 

A  second  major  task  is  issuing  refunds  for  members  who  withdraw  from  the  system.  At 
termination  of  employment,  a  member  may  elect  to  withdraw  his  funds,  or  leave  the  funds 
on  account  to  be  reactivated  if  reemployed  or  withdrawn  at  a  later  date.  If  the  funds  are 
withdrawn  and  the  employee  later  reenters  state  service,  he  may  reactivate  all  aspects  of  his 
status  by  returning  the  amount  withdrawn.  All  refunds  are  calculated  from  ledger  cards,  and 
checks  are  written  manually  with  the  refund  being  posted  to  the  employee  ledger  card.  Ap- 
plications for  withdrawal  of  funds  entails  auditing  and  calculation  of  the  amount  and  drawing 
the  check. 

Applications  for  retirement  (12  to  15  monthly)  are  processed  manually.  The  highest 
thirty-six  months  salary  of  the  employee  is  computed  by  totalling  the  first  thirty-six  months, 
adding  the  next  month,  and  dropping  the  oldest.  Once  the  actuaiy  has  calculated  the  pay- 
ment amount,  an  addressograph  plate  is  prepared  and  used  to  write  the  monthly  check. 

Mortgage  and  bond  accounting  entails  a  recapitulation  of  investments,  sending  this  sum- 
mary to  servicing  agencies,  the  return  of  the  summary  sheet  and  payment  slips  and  punching 
of  payments,  preparation  of  a  mortgage  register,  balancing  of  summary  sheets,  preparation 


'The  secretary  actually  spends  a  portion  of  his  time  administering  PERS.  and  a  portion  administering  the  OASI   (social  se- 
curity) program.   One-half  his  salary  is  paid  by  PERS  and  one-half  by  OASI. 
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of  new  balance  cards,  and  listing  of  delinquent  mortgages  for  reconciling  with  the  servicing 
agency.  PERS  has  recently  converted  this  accounting  to  a  fully  automated  punched  card  pro- 
cedure. Equipment  installed  at  the  Industrial  Accident  Board  is  used  to  handle  approxi- 
mately 1,500  mortgages  and  4,200  bonds. 

Teachers'   Retirement  System 

The  Teachers'  Retirement  law  was  enacted  in  1915.  The  Teachers"  Retirement  System 
covers  all  public  elementary  and  secondary  teachers  and  also  the  teaching  staffs  at  units  of  the 
University  of  Montana,  teachers  at  state  institutions,  and  some  heads  of  departments  in  the 
Superintendent  of  Public  Instruction's  office.  Persons  covered  by  other  retirement  plans  are 
prohibited  by  law  from  membership.  During  the  fiscal  year  ended  June  30,  1963,  membership 
varied  from  a  low  of  9,285  in  August,  1962  to  a  high  of  10,615  in  January,  1963.  Fluctuations 
are  due  primarily  to  new  teachers  entering  the  system  and  some  teachers  leaving  the  state 
who  elect  to  withdraw  their  contributions. 

The  Teachers'  Retirement  System  is  financed  through  a  contribution  of  5  percent  of  gross 
compensation  by  members  up  to  a  maximum  annual  salary  of  $7,000.  LU^e  PERS,  members 
of  the  Teachers'  Retirement  System  contribute  toward  administrative  costs  through  an  an- 
nual membership  fee  of  one  dollar. 

The  employee  contribution  is  supplemented  by  an  employer  contribution  of  3.75  percent 
of  gross  salary  plus  0.25  percent  for  administration.  As  the  law  now  reads,  the  employer  con- 
tribution will  be  i-educed  to  3.50  percent  for  payrolls  after  July  1,  1965.  In  the  case  of  public 
school  teachers,  the  employer  contribution  is  made  by  the  local  school  district.  The  state, 
through  regular  appropriations,  provides  employer  contributions  for  members  employed  di- 
rectly by  the  state,  such  as  faculty  at  units  of  the  University. 

The  Teachers'  Retirement  system,  is  administered  by  a  five  member  board — four  members 
appointed  by  the  governor  and  the  Superintendent  of  Public  Instruction.  Appointive  mem- 
bers include  two  from  the  teaching  profession,  and  two  public  members. 

Like  the  PERS  Board,  the  Teachers'  Board  has  authority  to  make  necessary  rules  and  reg- 
ulations, employ  a  secretary  for  administration,  determine  amounts  payable  to  members  upon 
retirement,  and  manage  the  retirement  fund.  Funds  are  invested  by  the  Board. 

Regular  employees  of  the  System  include  an  executive  secretary,  accountant,  secretary, 
payroll  clerk,  record  clerk,  and  posting  clerk.  Total  administrative  costs  during  the  fiscal  year 
ended  June  30,  1963  amounted  to  about  $47,500.  Of  this  total,  direct  salaries  for  administration 
amounted  to  $30,300  or  64  percent. 

In  the  Teachers'  Retirement  System,  approximately  1,400  refunds  are  calculated  each 
year,  about  1,300  retirement  checks  are  issued  monthly,  some  9,000  active  and  1,300  inactive 
accounts  are  maintained,  and  about  120  to  125  new  retirements  are  calculated  each  year.  Be- 
cause teachers  normally  retire  at  the  end  of  a  school  term,  most  retirements  (about  half)  are 
calculated  in  July. 

The  largest  single  accounting  task  is  posting  checks  which  are  submitted  from  the  860 
school  districts.  Approximately  4.000  checks  are  received  monthly  during  the  school  term  for 
employer  and  employee  contributions.  A  posting  machine  is  used  to  post  each  teacher's  pay- 
ment to  his  ledger  card.  The  contributions  from  school  districts  are  posted  on  another  set  of 
ledger  cards.  The  posting  machine  reads  the  old  balance  from  the  ledger  card,  and  calcu- 
lates the  new  ledger  balance  automatically.  Totals  from  each  posting  are  balanced  against 
the  voucher  which  accompanies  the  checks  to  the  State  Treasurer's  office. 
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Payroll  deductions  are  usually  constant  for  any  given  month  as  contrasted  with  the  fluc- 
tuating deductions  of  PERS.  Each  individual  deduction  must  be  posted  as  a  separate  entry 
from  the  detailed  report  which  the  school  district  submits,  however,  which  is  similar  to  the 
posting  of  PERS.  Ledger  cards  are  filed  alphabetically  by  county  and  a  cross  reference  file 
is  maintained. 

Refunds  are  calculated  and  typed  manually  from  the  balance  on  hand  excluding  interest 
paid.    Interest  is  determined  yearly  and  posted  to  each  member's  ledger  card. 

Retirement  payments  are  calculated  at  the  time  a  teacher  applies  for  retirement.  Aver- 
age salary  is  determined  from  the  ledger  card  and,  together  with  other  pertinent  information, 
is  supplied  to  the  actuary.  After  the  amount  of  payment  has  been  determined,  a  punched 
card  is  prepared  and  used  with  a  name  and  address  card  to  write  monthly  payment  checks. 
Machine  equipment  installed  in  the  Fish  and  Game  Department  is  used  for  this  purpose. 

About  1,200  mortgages  must  also  be  handled  through  the  accounting  system.  Transac- 
tions are  posted  to  ledger  cards  as  they  are  reported  monthly  by  servicing  agencies.  Account- 
ing for  bonds  is  done  in  much  the  same  manner. 

Highway  Patrolmen's  Retirement   System 

The  Highway  Patrolmen's  Retirement  System  was  created  by  Chapter  37,  Laws  of  1945 — 
the  same  year  that  PERS  was  established.  The  purpose  of  separate  coverage  for  highway 
patrolmen  is  in  recognition  of  the  unique  nature  of  their  positions.  Because  of  the  physical  re- 
quirements of  the  job,  law  enforcement  officers  normally  retire  at  an  earlier  age  than  other 
employees.  Highway  patrolmen  may  elect  to  retire  after  twenty  years  of  service  on  a  reduced 
allowance,  or  on  full  retirement  allowance  after  twenty-five  years  of  service.  The  system 
covers  about  123  Highway  Patrol  employees. 

The  justification  for  creating  a  separate  administrative  structure  is  obscure.  When  the 
legislature  created  the  Game  Wardens'  system  in  1963,  administration  was  vested  in  the 
PERS  Board.  Why  a  similar  procedure  was  not  followed  in  the  case  of  highway  patrolmen  is 
not  known. 

Highway  patrolmen  contribute  5  percent  of  gross  salary  to  the  system;  but  after  twenty- 
five  years  of  service,  contributions  cease  and  no  further  retirement  credits  are  earned.  The 
State  of  Montana  supplements  the  employee  contribution  by  appropriation  of  15  percent  of  all 
money  received  from  motor  vehicle  driver  license  fees.  During  the  fiscal  year  ended  June 
30,  1963,  the  state  contribution  amounted  to  $83,000,  or  about  $675  per  employee. 

The  system  is  administered  by  a  Board  consisting  of  the  chairman  of  the  Montana  High- 
way Patrol  Board,  the  supervisor  of  the  Highway  Patrol,  and  three  members  of  the  Highway 
Patrolmen's  Association.  The  Board,  like  the  boards  of  PERS  and  Teachers'  Retirement  Sys- 
tem, is  responsible  for  determining  amounts  payable  to  members  upon  retirement,  general 
management  of  the  system,  and  in\'estment  of  funds.  Funds  are  deposited  with  the  State 
Treasurer.  When  the  fund  exceeds  $25,000,  the  money  is  transferred  to  the  Board  of  Land 
Commissioners  for  investment  upon  direction  of  the  Highway  Patrolmen's  Retirement  Board. 

Administration  of  the  system,  due  to  its  liinited  coverage,  is  uncomplicated.  No  full  time 
personnel  are  employed,  and  routine  administration  is  handled  by  regular  employees  of  the 
Highway  Patrol.  In  1962  the  Board  met  twice  resulting  in  an  expense  of  $146  in  salary  costs.  A 
total  of  $8  was  expended  for  accounting,  and  bookkeeping  expenses  added  $30  to  the  costs. 
Total  administrative  costs  for  that  year  amounted  to  $184. 

One  person  spends  approximately  one  week's  time  during  the  year  on  accounting.  The 
same  basic  information  utilized  in  accounting  for  the  PERS  and  the  Teachers'  system  is  em- 
ployed, and  the  same  records  are  maintained. 

The  operation  is  completely  manual  with  a  page  in  a  ledger  book  established  for  each 
member. 
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State   Game   Wardeus'   Retirement  System 

Chapter  130,  Laws  of  1963,  created  the  State  Game  Wardens'  Retirement  System.  Cover- 
age is  restricted  to  state  fish  and  game  wardens  and  supervisory  personnel  whose  salary  is 
paid  from  Montana  fish  and  game  funds.  Membership  is  now  61. 

The  rate  of  contribution  for  employees  is  7  percent  of  gross  compensation.  This  amount 
is  matched  by  a  7  percent  employer  contribution.  Administrative  expenses  are  appropriated 
from  fish  and  game  moneys.  Like  the  Patrolmen's  System,  contributions  are  higher  than 
those  of  PERS  and  the  Teachers  System  to  allow  for  full  retirement  with  25  years  service  at 
55  years  of  age  providing  one-half  of  "final  compensation."  Retirement  at  age  60  is  manda- 
tory. 

The  administrative  board  for  the  Game  Wardens'  Retirement  System  is  the  same  board 
charged  with  administration  of  PERS.  The  Board  has  similar  responsibilities  to  those  of 
other  governing  boards.  Investment  of  funds  is  authorized  by  the  Board.  Funds  in  excess  of 
$25,000  are  approved  by  the  State  Board  of  Land  Commissioners  for  long  term  investment, 
and  funds  of  less  than  $25,000  are  invested  by  the  Board  for  short  terms. 

Accounting  for  the  Game  Wardens'  Retirement  System  is  handled  under  the  same  pro- 
cedures used  for  the  PERS.  The  only  difference  lies  in  the  actual  calculations  made  on  the 
payments  from  employees  and  employers. 

Old  Age  and   Survivors  Insurance    (OASI) 

Coverage  under  OASI — commonly  known  as  social  security — was  authorized  in  1953  for 
all  employees  of  state  government  except  highway  patrolmen.  Due  to  statutory  exclusion  and 
provision  for  earlier  retirement,  highway  patrolmen  do  not  qualify  for  OASI  coverage.  Dur- 
ing the  fiscal  year  ended  June  30,  1963,  the  system  covered  29,134  employees  of  state  and  lo- 
cal governments. 

This  program  is  quite  different  from  the  PERS  program  in  several  respects.  The  Social 
Security  Division  does  not  have  responsibility  for  determining  contribution  rates  for  employ- 
ers and  employees,  makes  no  determination  of  benefits  to  be  paid,  has  no  control  of  funds 
(contributions  are  collected  and  forwarded  to  Balthnore,  Maryland),  and  is  bound  by  federal 
regulations  and  the  1953  agreement  whereby  social  security  coverage  was  extended  to  state 
employees.  The  Social  Security  Division  is  essentially  a  collection  agency  and  records 
depository. 

Employees  contribute  3  5/8  percent  of  gross  salary  to  the  benefit  fund,  and  a  similar 
percent  is  contributed  by  the  employer.  In  addition  three-tenths  of  one  percent  is  contributed 
by  the  employer  for  administrative  expenses. 

The  OASI  system  is  administered  by  PERS  in  Montana.  Regular  employees  include  an 
executive  secretary-,  accountant,  field  auditor,'  and  stenographer.  Administrative  costs  for 
the  fiscal  year  ended  June  30,  1963  were  about  $30,000.  Salary  costs  of  administration  were 
$21,300  or  71  percent  of  the  total. 

Accounting  procedures  for  the  OASI  division  are  quite  different  from  those  of  the  four 
retirement  systems.  Essentially,  the  accounting  is  for  collection  purposes  only  with  money 
being  forwarded  to  Baltimore,  Maryland.  Some  of  this  work  is  being  done  on  the  data  proc- 
essing equipment  in  the  Fish  and  Game  Department. 


'  The  executive  secretary  actually  spends  a  portion  of  his  time  administering  PERS,  and  a  portion  administering  the  OASI  pro- 
gram.   One-half  of  his  salary  is  paid  by  PERS  and  one-half  by  OASI. 

'  PERS  attempts  to  coordinate  the  activities  of  a  field  auditor  so  that  he  functions  for  both  PERS  and  OASI. 
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Comparison  of   State  Retirement   Systems 

In  its  report  The  Organization  and  Administration  oj  State  Government,  the  Legislative 
Council  formulated  and  adopted  certain  generally  accepted  standards  as  guides  to  reorganiza- 
tion, using  management  techniques  developed  in  both  private  business  and  government.  The 
Council  considered  a  number  of  organizational  principles  as  fundamental.  Two  major  princi- 
ples, directly  relating  to  a  study  of  administrative  consolidation  of  Montana  retirement  sys- 
tems, are: 

1.  A  basic  plan  of  organization  should  be  as  simple  as  possible,  and  the  number  of  sepa- 
rate organizational  units  should  be  held  to  a  minimum. 

2.  Related  activities  should  be  grouped  together  for  most  effective  administration  and 
minimum  overhead  cost.^ 

The  Council  did  not,  however,  endorse  change  for  change's  sake.  Economy  is  often  cited 
as  a  goal  of  reorganization.  And,  in  cases  where  gross  duplication  exists,  tangible  and  im- 
mediate economy  can  be  demonstrated.  In  many  areas,  however,  an  immediate  reduction  in 
expenditures  cannot  be  expected.  The  goal  should  be  to  obtain  a  greater  value  for  each  tax 
dollar  spent." 

An  even  greater  reward  of  reorganization  is  making  government  more  responsive  and  re- 
sponsible to  the  desires  of  the  people.  If  compatible  functions  are  grouped  into  a  few  inte- 
grated departments  with  clear  lines  of  authority,  there  is  a  better  possibility  that  government 
will  respond  promptly  and  its  activities  will  conform  more  closely  to  the  desires  of  the 
people.** 

GOVERNING  BOARDS 

Having  been  estabhshed  for  the  same  basic  purpose,  it  is  not  surprising  that  the  opera- 
tion of  the  governing  Boards  of  the  three  separate  Montana  retirement  systems  are  very  simi- 
lar. 

The  Teachers  and  PERS  Boards  meet  periodically  to  determine  policy  and  are  authorized 
to  employ  any  necessary  administrative  personnel  and  fix  their  salaries.  There  is  no  similar  pro- 
vision for  the  Patrolmen's  Board— administration  being  handled  by  regular  employees  of  the 
Patrol. 

All  Boards  are  required  to  have  "periodic"  actuarial  investigations.  Based  upon  this  infor- 
mation, each  Board  is  required  to  adopt  the  necessary  mortality  tables.  The  same  person  acts 
as  consulting  actuary  for  all  retirement  Boards. 

A  final  determination  of  retirement  benefits  is  made  by  each  of  the  Boards.  Each  Board 
also  determines  whether  disability  allowances  should  be  paid,  and  the  amounts  of  each.  Al- 
though the  exact  procedure  may  vary,  the  responsibility  for  determination  of  benefits  is 
similar. 

All  Boards  are  charged  with  the  responsibility  for  investment  of  retirement  funds.  In  each 
case,  the  actual  investment  is  made  by  the  Board  of  Land  Commissioners  as  directed  by  the 
several  Boards.  Although  approval  by  the  Land  Commissioners  is  required,  Board  recommen- 
dations are  invariably  followed. 

On  July  1,  1963  the  PERS  Board  assumed  responsibility  for  administration  of  the  Game 
Warden's  Retirement  System.  The  statute  creating  this  system  was  modeled  after  the  High- 
way Patrolmen's  Retirement  System.   Due  to  the  similarities  of  the  statutes  and  the  fact  that 


'  Montana  Legislative  Council,  The  Organisation  and  Administralion  of  State  Government,  (1960)   pp.  7-8. 

'Montana  Legislative  Council,  Executive  Reorganization,  (1962),  p.  3. 

'Ibid. 
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administration  of  the  Game  Warden's  system  was  placed  under  the  PERS  Board,  it  is  as- 
sumed that  the  PERS  Board  could  administer  the  Patrolmen's  system  without  great  diffi- 
culty. Major  attention  has,  therefore,  been  directed  toward  consideration  of  administrative 
consolidation  of  the  Public  Employees'  and  Teachers'  systems. 

PERS  AND  TEACHERS'  RETIREMENT  SYSTEM  PROCEDURES 

The  major  responsibihties  of  both  the  PERS  and  Teachers'  Boards  are  to  insure  that  ade- 
quate benefits  are  paid  to  members  of  the  systems  and  that  the  systems  are  financially 
sound.  To  attain  these  objectives,  the  Boards  must  invest  the  money  in  the  retirement  funds 
to  the  best  advantage  possible  and  also  determine  the  benefits  which  will  be  paid  to  members. 

Benefit  tables  for  both  systems  are  based  upon  information  compiled  by  the  actuary. 
Based  upon  data  in  the  files,  the  actuary  determines  the  benefits  which  can  be  paid  and  sub- 
mits them  to  the  Board  for  final  approval  and  adoption.  In  the  case  of  PERS,  the  actuary 
must  also  determine  the  necessary  contribution  rates. 

Investments  by  both  systems  are  based  upon  the  recommendations  of  an  investments 
committee.  The  PERS  committee  is  composed  of  three  Board  members,  the  executive  secre- 
tary, and  the  actuary.  The  Teachers'  committee  is  composed  of  the  Superintendent  of  Pub- 
Uc  Instruction,  executive  secretary,  and  actuary.  The  committees  examine  offering  sheets 
circulated  by  brokerage  houses  and  other  financial  information.  The  PERS  committee  submits 
recommendations  to  the  Board  for  final  approval,  and  the  Land  Commissioners  are  then  re- 
quested to  approve  the  investments.  The  Teachers'  committee  does  not  request  Board  approv- 
al, but  rather  reports  their  action  to  the  Board.  Endorsement  of  the  investments  is  then  re- 
quested from  the  Land  Commissioners. 

DUTIES  OF  THE  CHIEF  ADMINISTRATOR  OF  PERS  AND  TEACHERS'  SYSTEMS 

A  comparison  of  the  duties  of  the  chief  administrator  in  each  of  the  two  major  retirement 
systems  reveals  a  remarkable  similarity.  The  following  duties  are  alike: 

A.  Daily  duties 

1.  Supervision  of  personnel 

2.  Daily  correspondence 

3.  Approval  of  vouchers  and  countersigning 

4.  Incoming  telephone  calls  and  conference  with  visitors 

5.  Resolution  of  problems  concerning  the  retirement  law  or  board  regulations 

B.  Occasionally,  or  as  necessary 

1.  Employment  of  personnel 

2.  Preparation  of  agendas  for  meetings  of  the  board 

3.  Recording  of  minutes  of  board  meetings 

4.  Informational  meetings  with  members  as  necessary 

5.  Collection  and  preparation  of  data  required  for  investment  funds 

6.  Lobbying  of  retirement  legislation  during  legislative  sessions 

7.  Recommendations  of  benefit  payments 

8.  Appearance  before  legislative  committes  when  required 

9.  Meetings  with  government  officials  when  required 

10.  Preparation  of  investment  data  for  State  Land  Commissioners 

11.  Preparation  of  any  necessary  revision  of  system  forms  as  required 

12.  Inspection  of  residential  property  on  which  mortgages  are  held 

13.  Representation  of  the  board  at  any  functions  necessary 

14.  Meetings  with  public  or  service  groups  as  representative  of  the  system 

15.  Preparation  of  necessary  reports 
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Because  of  the  attachment  of  social  security  to  the  PERS  system,  the  chief  administrator  | 

of  PERS  performs  similar  functions  for  that  Division.   This  results  in  a  slight  difference  in  ' 

work  load,  but  no  difference  in  the  nature  of  the  supervisory  duties  performed. 

ACCOUNTING  PROCEDURES  OF  THE  SYSTEMS  , 

The  accounting  procedure  for  each  of  the  state  retirement  systems  consists  of  three  fun- 
damental phases — collecting  and  recording  contributions  from  all  sources,  calculation  of  re- 
funds or  retirement  benefits  and  making  the  appropriate  payments,  and  investing  funds  for  , 
the  maximum  benefit  possible  to  members  of  the  systems.                                                                                  i 

Each  system  is  concerned  with  posting  to  individual  member  records  from  the  monthly 
I'eports  submitted  by  employers.  All  are  concerned  with  combining  certain  like  factors  into 
a  formula  to  determine  an  amount  which  will  then  become  a  fixed  payment  over  a  number  of 
years.  The  major  difference  in  the  member  reporting  operations  of  the  two  major  systems 
lies  in  the  fact  that  both  the  employers  and  employees  are  paying  contributions  which  vary 
more  in  PERS  than  in  the  Teachers'  Retirement  System.  I 

A  survey  of  accounting  procedures  of  PERS  and  Teachers'  Retirement  System  was  con- 
ducted in  1963.  The  survey  concluded:  I 

There  appears  to  be  no  reason  why  all  of  the  peripheral  areas,  such  as 
mortgage  accounting,  bond  accounting,  refund  check  preparation,  bene- 
fit check  preparation,  and  retirement  fund  accounting  could  not  operate 
under  the  same  accounting  system.   PERS  has,  or  had  plans  for  fully 

automating  all  of  these  areas  on  punched  card  accounting  equipment.  ; 

There  appears  to  be  a  great  deal  to  be  gained  by  moving  in  this  direction.  j 

There  are  two  diviinct  possibilities  in  the  way  of  combining  PERS  with 

Teachers':  \ 

1.  Place  all  present  personnel  and  equipment  under  one  administrative  l 
head  without  changing  clerical  duties  and  responsibilities.                                                             I 

2.  Place  both  units  under  one  administration,  but  plan  to  fully  automate 
both  accounting  departments  on  the  same  punched  card  accounting 

machines.  \ 

The  first  method  would  show  a  savings  through  a  reduction  in  the  num- 
ber of  administrative  personnel  necessary.    It  would  also  very  likely 

make  possible  a  reduction  of  clerical  personnel  through  an  overlapping  ^ 

of  jobs.    PERS  now  employs  fifteen  people;  Teachers'  six.    Personnel  \ 

could  probably  be  used  more  efficiently  and  still  have  jobs  similar  to 
what  they  are  presently  doing.  All  three  machines  would  have  to  be  kept 
because  of  the  difference  between  those  of  PERS  and  the  one  at  Teachers'.  « 

The  second  method  would  enable  both  systems  to  be  under  the  same  ac- 
counting framework.  All  of  the  present  accounting  work  can  be  effec- 
tively converted  to  punched  card  accounting.  There  should  be  consider- 
able cost  savings  because  essentially  the  same  equipment  could  be  used 
that  would  be  used  in  either  of  the  systems  as  they  are  presently  organ- 
ized. It  would  probably  be  necessary  to  increase  the  speed  on  the  ac- 
counting machine  and  to  possibly  add  a  card  punch.  The  administration 
could  expect  to  gain  a  much  more  powerful  and  complete  system.  As  a 
result,  a  great  deal  more  information  would  be  available  to  management 
while,  at  the  same  time,  a  cost  savings  should  be  realized  through  a  signifi- 
cant reduction  in  man  hours.  .  J 


'  Correspondence,  Mr.  J.  B.  Preston  to  Mr.  E.  C.  Tidball,  July  17,  1963. 


Conclusions  and  Recommendations 

The  retirement  systems  of  Montana  have  no  marked  differences  from  an  administrative 
point  of  view;  in  fact,  they  are  remarkably  similar.  There  is  no  essential  difference  in  the  rec- 
ord keeping  and  accounting  methods.  The  program  for  each  system  consists  of  three  funda- 
mental phases — collecting  and  recording  contributions,  calculating  refunds  or  retirements  to 
make  appropriate  payments,  and  investing  the  assets  of  the  systems. 

Ij  the  separate  administrative  systevis  did  not  exist  and  the  state  were  considering  the 
estahlishnient  of  three  systems,  there  certainly  would  he  no  valid  reasons  for  creating  three 
administrative  agencies.  The  retirement  system  for  game  wardens,  which  was  created  in 
1963,  is  being  administered  effectively  by  PERS. 

A  number  of  states  do  have  separate  retirement  systems  under  a  consolidated  administra- 
tive agency.  In  some  cases  a  single  retirement  system  was  originally  set  up.  In  others,  how- 
ever, separate  systems  were  initially  created  and  later  consolidated.  Some  fourteen  states 
have  provided  a  single  administrative  agency  for  two  or  more  retirement  systems.  In  some 
states  complete  administrative  consolidation  exists,  in  others  administrative  consolidation  is 
partial.  If  administrative  consolidation  has  proved  successful  in  other  states,  there  is  no  rea- 
son to  believe  it  would  not  work  also  in  Montana. 

Administrative  consoUdation  of  the  three  existing  systems  is  feasible,  and  would  conform 
to  accepted  practices  of  management  (both  in  government  and  industry)  by  grouping  com- 
patible functions  together;  it  would  improve  executive  control  and  it  would  probably  result 
in  better  services  to  the  clients  of  the  retirement  systems.  No  doubt  some  monetary  savings 
in  administrative  expenses  would  be  achieved. 

A  reasonably  accurate  estimate  of  the  monetary  savings  resulting  from  consolidation 
would  be  difficult  to  determine  without  a  detailed  and  time-consuming  management  survey. 
In  addition,  the  actual  savings  realized  would  be  dependent  in  part  upon  the  ability  and  imagi- 
nation of  the  administrator  of  the  combined  systems. 

A  single  governing  board  for  the  consolidated  administration  need  not  result  in  any  loss 
of  representation  by  the  various  member  groups.  In  fact,  the  single  board  might  well  provide 
a  broader  view  of  all  the  systems.  This  broader  base  of  knowledge  upon  which  decisions 
would  be  based  should  enhance  the  possibility  of  equity  to  all  members  of  state  retirement 
systems. 

None  of  the  administrators  of  the  three  systems  were  able  to  present  any  convincing  ar- 
guments against  consolidation.  It  was  argued  that  administrative  consolidation  would  result 
in  only  negligible  monetary  savings;  however,  this  in  itself,  is  not  a  valid  argument  against 
administrative  consolidation. 

Apparently  there  would  be  a  good  deal  of  resistance  to  administrative  consolidation — 
particularly  from  members  of  the  Teachers'  and  Highway  Patrolmen's  systems.  Administra- 
tors are  traditionally  opposed  to  administrative  consolidation  of  any  sort.  In  the  case  of  these 
retirement  systems,  many  members  might  reflect  the  attitude  of  the  administrators,  thus 
compounding  the  intensity  of  the  opposition.  However,  much  of  this  resistance  would  be  based 
upon  lack  of  understanding  of  the  aims  and  effect  of  administrative  consolidation.  As  men- 
tioned earlier  in  this  report,  the  study  was  not  undertaken  with  the  intent  of  proposing  any 
changes  in  the  retirement  programs  of  public  employees;  contributions  to  the  systems  and 
benefits  from  the  systems  would  not  be  altered.  The  study  was  limited  to  the  feasibility  of 
combining  the  day-to-day  administration  of  the  separate  programs  under  one  agency. 
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Because  of  the  probability  of  widespread  misunderstanding  of  the  goals  of  administrative 
consolidation,  and  of  the  difficulty  of  conclusively  proving  substantial  financial  savings  or  im- 
proved service,  the  Council  does  not  recommend  any  action  at  this  time.  Changing  conditions, 
however,  might  well  bring  about  more  persuasive  reasons  or  a  more  receptive  attitude  than 
now  exists.  Examples  of  such  conditions  are  increases  in  the  number  of  members  of  the  sys- 
tems, advances  in  electronic  data  processing,  and  the  inauguration  of  a  program  of  total  reor- 
ganization of  the  executive  branch  of  government. 
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CHAPTER   III 

Local  Retirement  Systems  For 
Policemen  and  Firemen 

In  compliance  with  House  Joint  Resolution  No.  17  of  the  1963  Legislature,  major  efforts 
were  directed  toward  determining  the  feasibility  of  administratively  combining  all  state  re- 
tirement systems.  The  Council,  however,  also  reviewed  local  retirement  systems  for  policemen 
and  firemen.  During  this  review,  the  Council  became  concerned  about  the  financial  condition 
of  these  funds. 

Because  the  employer  contributions  for  these  systems  are  derived  from  a  local  property 
tax,  the  condition  of  the  funds  has  a  direct  bearing  on  local  property  taxes.  Moreover,  if  the 
funds  are  not  actuarily  sound  at  the  present  time,  the  municipalities  may  be  incurring  a 
steadily  increasing  financial  obligation.  In  the  future  the  municipaUties  might  be  faced  with 
the  equally  unpleasant  alternatives  of  large  increases  in  local  property  taxes,  or  reductions  in 
benefits  paid. 

Policemen's  Retii-ement  Systems 

Some  sixteen  municipaUties  in  the  State  of  Montana  maintain  retirement  systems  for 
policemen.  Cities  of  the  first  and  second  class  (population  in  excess  of  5,000)  maintain  retire- 
ment systems  for  policemen  under  the  metropolitan  pohce  law.  Other  cities  may  come  within 
the  provisions  of  this  statute  by  ordinance. 

The  employer  contribution  for  policemen's  retirement  funds  is  financed  through  a  mill 
levy  on  property  which  cannot  exceed  three  mills,  and  an  employee  contribution  of  three  per- 
cent of  monthly  compensation.  Policemen  may  be  retired  for  disability  at  any  time,  or  they 
may  retire  after  twenty  years  of  service.  In  either  case  annual  retirement  benefits  are  one- 
half  the  salary  received  during  the  year  prior  to  retirement. 

Firemen's  Retirement  Systems 

All  108  incorporated  cities  and  tov^ms  in  the  state  must  maintain  a  fire  department 
which  may  have  a  relief  association.  All  associations  are  required  to  maintain  a  disability 
and  pension  fund,  but  only  about  30  cities  or  towns  have  retirement  systems.  Cities  and 
towns  having  relief  associations  may  establish  a  retirement  system,  or  they  can  purchase 
group  health  and  accident  insurance  for  firemen. 

Contributions  to  firemen's  retirement  systems  are  from  three  sources:  (1)  an  employer 
contribution  financed  through  a  mill  levy  on  property;  (2)  an  employee  contribution  of  three 
percent  of  monthly  compensation,  and  (3)  an  amount  equal  to  taxes  on  the  fire  portion  of 
premium  taxes  on  numerous  types  of  insurance  covering  property  in  the  city  or  town,  which 
is  distributed  annually  by  the  state  auditor.^  If  the  retirement  fund  drops  below  one  percent 
of  the  taxable  valuation  of  property  in  the  city,  a  levj^  of  up  to  two  mills  must  be  made  to 
maintain  the  fund  at  one  percent  of  the  valuation.  In  third  class  cities,  a  levy  of  up  to  two 
mills  may  be  made  if  the  fund  drops  below  two  percent  of  the  taxable  valuation  of  the  city. 
Firemen  may  be  retired  for  disability,  or  after  twenty  years  of  service  if  they  are  fifty  years 
of  age.  Monthly  retirement  benefits  are  one-half  the  compensation  received  during  the  final 
month  of  ser\'ice,  but  this  amount  may  be  reduced  if  funds  are  not  sufficient. - 


'For  enumeration  of  types  of  insurance,  see  Sec.  11-1919,  R.C.M.  1947.    The  minimum  payment  is  $100. 

'After  July  1,  1963,  firemen  who  have  served  twenty  years  may  serve  up  to  ten  more  years  and  the  pension  is  increased  one 
percent  for  each  additional  year  of  service  to  a  maximum  of  sixty  percent  of  final  monthly  compensation. 
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Problems 

One  major  problem  of  the  local  retirement  systems  is  inherent  in  the  systems  themselves. 
Contributions  and  benefits  of  retirement  systems  are  computed  on  averages.  In  systems  of 
small  membership,  however,  averages  have  limited  application.  Unusual  circumstances,  such 
as  the  disability  of  several  members,  can  place  an  almost  unbearable  burden  on  a  small  re- 
tirement fund. 

A  second  major  problem  appears  to  be  the  provisions  for  contributions  to  the  systems. 
In  each  case,  the  employee  contribution  is  fixed  at  three  percent  of  monthly  compensation.  In 
the  two  state  systems  which  allow  early  retirement,  highway  patrolmen  and  game  wardens, 
the  employee  contribution  is  fixed  at  five  and  seven  percent  of  monthly  compensation  respec- 
tively. 

The  employer  contribution  is  based  on  property  valuation  and  is  not  related  directly  to 
salary  or  benefits.  Local  officials  may  have  a  tendency  to  hold  the  budgeted  amounts  for 
these  funds  at  a  low  level  in  their  zeal  to  relieve  the  current  tax  burden  on  property.  How- 
ever, in  so  doing  they  are  leaving  to  their  successors  a  legacy  of  unfunded  past  liabilities  that 
some  day  may  have  to  be  met  by  drastic  and  sudden  tax  increases.  Although  there  is  a  re- 
quirement that  the  firemen's  retirement  fund  be  maintained  at  one  percent  of  the  taxable 
valuation  of  property  in  the  city  or  town,  this  contribution  measure  has  a  less  direct  relation- 
ship to  the  need  for  funds  than  would  a  contribution  based  directly  on  salary  and  other  actu- 
arial factors. 

A  third  major  problem  is  in  part  a  result  of  those  listed  above.  Due  to  the  small  mem- 
berships of  the  systems  and  provisions  for  contributions,  some  of  the  funds  never  become 
large  enough  to  realize  substantial  interest  earnings.  In  fact,  some  are  so  small  there  is  little 
possibility  of  investment.  Yet,  most  retirement  systems  consider  interest  earnings  as  an  im- 
portant source  of  revenue. 

After  surveying  the  condition  of  local  retirement  funds,  it  is  apparent  that  some  funds 
are  not  financially  sound.  For  example,  on  July  1,  1963  one  fund  had  a  balance  of  $750  and 
an  average  monthly  disbursement  of  $1,244.  Obviously  retirement  benefits  were  being  paid 
almost  entirely  out  of  current  income.  It  is  also  apparent  that  this  city  may  soon  face  the  un- 
pleasant decision  of  increasing  taxes  for  the  fund  or  reducing  benefits. 

Conclusions  and  Recommendations 

After  examining  the  local  retirement  systems,  the  Council  concludes  that  additional  in- 
formation is  needed  before  sound  recommendations  can  be  made.  Any  adjustments  in  the  sys- 
tems must  be  equitable  to  both  the  local  taxpayers  and  members  of  the  systems.  The  Council 
also  concludes  that  the  additional  information  necessary  could  be  obtained  from  an  actuarial 
examination  of  the  local  retirement  funds  together  with  recommendations  for  improvements. 
The  longer  this  examination  is  delayed,  the  larger  the  financial  obligations  of  the  municipali- 
ties may  become. 

As  a  first  step  toward  solving  some  of  the  problems  which  appear  to  exist  in  local  retire- 
ment systems  for  policemen  and  firemen,  the  Council  recommends  that  the  1965  legislature 
appropriate  money  for  an  actuarial  examination  of  all  such  funds  in  the  state.  Based  upon  a 
preliminary  estimate,  such  a  survey  would  cost  less  than  $2,000.  Only  after  this  basic  infor- 
mation is  available  can  reasonable  adjustments  be  made  to  improve  these  systems.  A  resolu- 
tion implementing  this  recommendation  appears  in  Appendix  B. 
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APPENDIX  A 
Bill  No. 


Introduced  by 


A  BILL  FOR  AN  ACT  ENTITLED:  "AN  ACT  ESTABLISHING  A  STATE  JMERIT  SYSTEM 
PRO\lDING  FOR  THE  RECRUITING,  EXAMINATION,  CLASSIFICATION,  COiMPENSA- 
TION,  ANB  DISMISSAL  OF  STATE  ElMPLOYEES;  APPROPRIATING  MONEYS  FOR 
THE  OPERATION  OF  THE  STATE  MERIT  SYSTEJM;  AIMENDING  SECTIONS  3-105,  26- 
106,  26-107,  27-404,  31-105,  45-208,  53-101,  81-203  AND  84-705,  R.  C.  M.  1947;  AND  REPEAL- 
ING SECTIONS  4-108,  25-504,  26-108,  26-116,  59-901,  59-902,  59-1201  THROUGH  59-1215,  80- 
707.2  THROUGH  80-707.5,  82-109.4,  AND  82-1907,  R.  C.  M.  1947." 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 
Section  1.   It  is  the  general  purpose  of  this  act  and  the  public  policy  of  the  state  that 

(1)  Appointments  and  promotions  of  state  emploj-ees  shall  be  based  on  merit  and  fitness, 
to  be  ascertained  by  competitive  exammations  wherever  possible. 

(2)  Efficiency  and  economy  shaU  be  promoted  through  just  and  equitable  incentives  and 
conditions  of  employment. 

(3)  Conditions  of  employment  shall  be  established  in  state  government  which  will  attract 
employees  of  character  and  ability. 

(4)  Uniformity  in  compensation  of  state  employees  for  similar  work  shall  be  based  on 
uniform  classification  of  state  employees. 

(5)  The  merit  system  established  by  this  act  shaU  assist  aU  state  agencies  in  formu- 
lating sound  principles  of  personnel  management,  and  shall  give  the  agencies  maxi- 
mum latitude  in  implementing  such  principles. 

Section  2.  (1)  The  joint  merit  system  established  in  1940  by  certain  state  agencies  re- 
sponsible for  administering  federal  grant-in-aid  programs  is  hereby  perpetuated  and  con- 
tinued as  the  "State  iMerit  System''  and  as  such  constitutes  a  permanent  agency  of  state  gov- 
ernment, and  is  responsible  for  administering  this  act. 

(2)  The  merit  system  shall  continue  its  present  programs  for  grant-in-aid  agencies, 
which  shall  continue  to  operate  under  existing  regulations  until  the  plans  established  under 
this  act  are  determined  to  be  in  conformance  with  federal  requirements.  \Mien  the  plans 
established  under  this  act  are  determined  to  be  in  conformance  with  federal  requirements,  all 
records,  property  and  moneys  of  the  joint  merit  system  shall  be  transferred  to  the  state  merit 
system. 

Section  3.  The  merit  system  council  consists  of  three  members  appointed  by  the  gover- 
nor, \\ath  the  consent  of  the  senate,  for  overlapping  six-year  terms  on  the  basis  of  their  kno\Mi 
impartiality  and  s>Tnpathy  with  merit  principles.  Members  of  the  merit  system  council  now 
holding  office  shall  continue  until  the  expiration  of  their  terms.  An  appointment  to  replace 
a  member  whose  term  has  expired  shaU  be  for  six  years.  An  appointment  to  replace  a  mem- 
ber whose  term  has  not  expired  shall  be  for  the  remainder  of  the  term.  During  his  term  and 
for  one  year  preceding  his  appointment  a  council  member  shall  not  hold  or  have  held  a  po- 
litical office  or  a  position  as  an  officer  or  employee  of  a  political  organization. 
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Section  4.  The  council  shall  elect  a  chairman  from  among  its  members.  Two  members 
constitute  a  quorum  for  the  transaction  of  business.  Members  of  the  council  shall  receive 
twenty  five  ($25.00)  dollars  per  day  plus  actual  and  necessary  expenses  incurred  in  attend- 
ing meetings  or  in  other  council  business. 

Section  5.  The  chief  administrative  and  executive  officer  of  the  merit  system  is  the  direc- 
tor who  shall  have  training  and  experience  in  a  field  related  to  merit  system  administration. 
The  director  and  all  other  persons  employed  in  the  merit  system  office  shall  be  in  the  classi- 
fied service.  During  his  term  as  director  and  for  three  years  prior  to  his  appointment  he  may 
not  hold  or  have  held  a  political  office,  nor  have  been  an  employee  or  officer  in  a  political  or- 
ganization. The  present  supervisor  of  the  merit  system  shall  continue  in  office  as  director  un- 
til removed  under  the  provisions  of  this  act.  A  person  appointed  to  fill  the  position  of  director 
shall  be  appointed  by  the  council  from  a  list  established  after  open  competitive  examination 
as  provided  for  in  this  act.  The  director  shall  receive  a  salary  of  not  less  than  twelve  thousand 
dollars  ($12,000)  annually. 

Section  6.  (1)  Except  as  provided  in  subsection  2  of  this  section,  or  unless  expressly  ex- 
cepted by  Section  7  of  this  act,  this  act  applies  to  all  positions  in  state  agencies  which  are  or 
may  be  established. 

(2)  This  act  applies  to  all  state  agencies  responsible  for  administering  federal  grant-in- 
aid  programs  only  insofar  as  the  provisions  of  this  act  are  not  in  conflict  with  the  require- 
ments of  the  federal  government.  Agencies  administering  federal  grant-in-aid  programs  may 
establish  by  regulation  additional  standards  to  conform  with  federal  requirements.  Such 
regulations  are  subject  to  approval  by  the  merit  system  council. 

Section  7.  The  classified  service  to  which  this  act  applies  comprises  all  positions  in  all 
state  agencies  and  institutions  except: 

(1)  Officers  and  employees  of  the  legislative  branch. 

(2)  State  officers  elected  by  popular  vote  and  persons  appointed  to  fill  vacancies  in 
such  elective  offices. 

(3)  Members  of  boards  and  commissions  appointed  by  the  governor  or  legislature. 

(4)  Except  as  provided  in  section  5  of  this  act,  the  agency  head,  one  principal  assistant 
or  deputy,  and  one  private  secretary  for  each  state  agency. 

(5)  Judges  and  other  officers  or  employees  of  the  judicial  branch. 

(6)  Attorneys  admitted  to  practice  before  the  Supreme  Court  of  Montana,  and  serving 
as  legal  counsel. 

(7)  Research  and  teaching  personnel,  officers,  and  student  employees  of  a  unit  of  the 
university  of  Montana. 

(8)  Members  of  the  teaching  staff,  and  patients  or  inmates  employed  in  state  institutions. 

(9)  Persons  employed  in  a  professional  or  scientific  capacity  to  make  or  conduct  a  tem- 
porary and  special  inquiry,  investigation  or  examination  on  behalf  of  the  governor, 
the  legislature,  or  a  legislative  committee. 

(10)  Officers  and  members  of  the  militia. 

(11)  Janitors,  custodians,  unskilled  laborers,  truck  drivers  and  other  construction  and 
maintenance  equipment  operators. 

Section  8.  After  consultation  with  the  heads  of  all  agencies  involved,  the  director  shall 
prepare  a  classification  plan  for  all  positions  in  the  classified  service,  grouping  together  un- 
der common  titles  those  positions  having  approximately  the  same  duties  and  responsibilities 
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and  the  same  requirements  of  training  and  experience.  The  specifications  for  each  class  of 
position  shall  include  a  title,  a  description  of  duties  and  responsibilities,  the  minimum  re- 
quirements of  education  and  experience,  and  other  qualifications.  Upon  completion  the  plan 
shall  be  submitted  to  the  council  for  consideration,  revision  and  adoption.  Upon  adoption  by 
the  council  it  shall  become  effective.  The  plan  will  be  kept  up  to  date  by  making  required 
changes  to  reflect  the  current  needs  of  state  government. 

Section  9.  (1)  Tlie  director  shall  prepare  a  compensation  plan  providing  for  initial,  in- 
tervening and  maximum  rates  of  pay  for  all  classified  positions.  In  setting  up  the  plan  the 
director  shall  consider  the  amount  of  moneys  available,  the  prevailing  rates  of  pay  in  govern- 
ment and  private  employment  in  the  locality  of  the  agency  or  institution,  the  cost  of  living, 
the  level  of  each  class  of  position  in  the  classification  plan,  and  other  relevant  factors.  The 
compensation  plan  shall  be  submitted  to  the  council  for  consideration,  revision  and  adoption. 
Upon  adoption  by  the  council  it  shall  be  submitted  to  the  governor  through  the  budget  direc- 
tor for  consideration,  revision  and  adoption.  Upon  adoption  by  the  governor  it  shall  become 
effective.  Amendments  shall  be  made  in  the  same  manner.  The  compensation  plan  shall  in  no 
way  limit  the  authority  of  the  legislative  assembly  relative  to  appropriations  for  salary  and 
wage  expenditures. 

(2)  The  council  shall  submit  a  preliminary"  compensation  plan  to  the  governor  no  later 
than  June  1,  1966.  The  governor  shall  include  in  his  proposed  budget  for  the  1967-69  bien- 
nium,  appropriations  requests  sufficient  to  finance  the  preliminary  pay  plan  as  approved  by 
him.  The  council  shall  submit  a  final  pay  plan  to  the  governor  based  on  the  appropriations 
for  the  1967-69  biennium  no  later  than  May  1,  1967.  The  governor  shall  approve  a  pay  plan 
no  later  than  June  1,  1967.   The  plan  shall  become  effective  July  1,  1967. 

Once  the  compensation  plan  is  effective  all  salary  and  wage  payments  made  to  a  state 
employee  in  the  classified  service  shall  be  in  accordance  with  the  plan. 

Section  10.  Except  as  provided  in  Section  18  of  this  act,  the  permanent  appointment  of 
all  personnel  to  positions  in  the  classified  service  shall  be  based  on  open,  competitive  merit 
examinations.  Applicants  shall  meet  minimum  requirements  as  set  out  in  the  classification 
plan  before  taking  an  examination.  EmplojTnent  lists  will  be  established  in  order  of  final 
score,  and  certification  for  vacancies  shall  limit  selection  to  not  less  than  the  three  top  rank- 
ing eligible  candidates.    The  council  shall  implement  this  section  no  later  than  July  1,  1967. 

Section  11.  The  director  shall  submit  proposed  regulations  to  the  council  for  adoption 
within  six  months  after  the  effective  date  of  this  act.   The  regulations  shall  provide 

(1)  For  the  preparation,  maintenance  and  revision  of  a  position  classification  plan  for 
all  positions  in  the  classified  ser\'ice. 

(2)  For  the  development  and  administration  of  a  compensation  plan  for  all  positions  in 

the  classified  service  which  shall  be  based  upon  the  classification  plan  and  shall  ad- 
here to  the  general  principle  of  hke  compensation  for  like  work. 

(3)  For  the  use  of  sound  employee  recruitment  and  selection  methods,  including  exami- 
nations to  test  the  relative  fitness  of  applicants  for  positions  in  the  classified  serv- 
ice. 

(4)  For  promotion  from  within  the  service  when  there  are  well  qualified  candidates 
available. 

(5)  For  a  period  of  probation  not  to  exceed  one  year  before  appointment  or  promotion 
may  be  made  permanent 

(6)  For  limited  term  appointments  without  examination,  none  of  which  shall  exceed 
six  months. 

(7)  For  a  system  of  performance  ratings  of  employees. 
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(8)  For  transfers  from  one  agency  to  another. 

(9)  For  an  order  of  lay-offs  because  of  lack  of  moneys  or  work,  abolition  of  a  position, 
or  material  change  in  duties  or  organization.  The  order  of  lay-offs  shall  be  based 
on  both  performance  and  senioi'ity. 

(10)  For  establishment  of  a  procedure  for  the  review  of  disputed  personnel  actions,  and 
for  resolving  grievances  and  complaints. 

(11)  For  other  regulations  not  inconsistent  with  this  act,  which  may  be  necessary  for  its 
effective  implementation. 

Section  12.  In  addition  to  duties  enumerated  elsewhere  in  this  act  it  is  also  the  responsi- 
bility of  the  merit  system  council  to: 

(1)  Advise  the  director  with  respect  to  policies  and  procedures  of  the  merit  system. 

(2)  Promote  public  interest  and  confidence  in  merit  system  principles  and  operations. 

(3)  Make  biennial  reports  to  the  governor  and  legislative  assembly  and  recommend 
improvements  in  the  merit  system. 

Section  13.  In  addition  to  duties  enumerated  elsewhere  in  this  act  it  is  also  the  responsi- 
bility of  the  director  to: 

(1)  Attend  all  meetings  of  the  council  and  act  as  its  secretary  and  keep  minutes  of  all 
meetings. 

(2)  Appoint  and  fix  the  compensation,  in  accordance  with  merit  system  rules,  of  such 
employees  of  the  merit  system  as  maj^  be  necessary  to  carry  out  the  provisions  of 
this  act. 

(3)  Establish  and  maintain  a  record  of  the  employm.ent  history  and  other  appropriate 
information  relating  to  all  employees  in  the  classified  service. 

(4)  Authorize  such  expenditures  as  are  necessary  in  the  discharge  of  his  duties  and 
powers. 

Section  14.  (1)  The  head  of  an  agency  may  dismiss  an  employee  in  the  classified  service 
after  the  employee  has  been  notified  of  the  reasons  for  dismissal  in  writing.  From  the  effec- 
tive date  of  this  act  until  June  30,  1967,  an  employee  in  the  classified  service  who  has  been 
dismissed  may  appeal  to  the  council.  After  July  1,  1967,  an  employee  in  the  classified  service 
who  has  been  reclassified,  demoted,  suspended,  dismissed,  retired  or  separated  may  appeal  to 
the  council.  Such  appeals  must  be  made  within  thirtj^  days  after  the  effective  date  of  the  ac- 
tion upon  which  the  appeal  is  based.  The  appeal  shall  be  in  writing  and  a  formal  hearing  be- 
fore the  council  shall  be  arranged  by  the  director  within  thirty  (30)  days  after  he  receives  the 
appeal.  The  head  of  the  agency  shall  be  furnished  a  copy  of  the  appeal  in  advance  of  the 
hearing.  The  employee,  his  immediate  supervisor,  and  the  head  of  the  agency  shall  be  notified 
in  advance  of  the  hearing  and  have  the  right  to  bring  witnesses,  present  evidence,  and  have 
legal  counsel.  Either  the  head  of  the  agency  or  the  employee's  immediate  supervisor  shall 
attend  the  hearing. 

(2)  The  council  shall  notify  the  head  of  the  agency  and  the  appellant  in  writing  of  its 
recommendation  within  three  days  after  the  hearing.  Within  three  days  of  receiving  such  no- 
tice the  agency  head  shall  make  the  final  decision  and  submit  a  copy  of  that  decision  to  the 
council  and  the  appellant. 

Section  15.  No  person  shall  require  any  assessment,  subscription,  contribution,  or  serv- 
ice for  any  political  party  from  an  employee  in  the  classified  service  as  a  condition  for  em- 
ployment. 
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Section  16.  No  action  affecting  the  employment  status  of  any  employee  in  the  classified 
service  or  applicant  for  a  position  in  the  classified  service  including  appointment,  promotion, 
demotion,  suspension  or  removal  shall  be  taken  or  witliheld  for  reasons  of  race,  politics,  re- 
ligion or  national  origin. 

Section  17.  All  personnel  records  of  agencies  employing  persons  in  the  classified  service 
shall  be  open  to  the  inspection  of  the  director  and  the  council.  The  director  shall  periodically 
review  the  payrolls  of  agencies  employing  persons  in  the  classified  service.  If  the  director  de- 
termines that  an  employee  in  the  classified  service  is  receiving  compensation  in  a  manner  not 
consistent  with  the  classification  plan  or  compensation  plan  he  shall  notify  the  disbursing 
officer  who  shall  withhold  payment  until  the  payroll  is  adjusted  to  conform  with  the  pro- 
visions of  this  act  and  regulations  adopted  under  it. 

Section  18.  (1)  An  employee  holding  a  position  in  the  classified  service  for  six  months  or 
more  immediately  prior  to  the  effective  date  of  this  act,  shall,  upon  the  recommendation  of 
the  head  of  the  agency  in  which  he  is  employed,  be  continued  in  his  position  in  the  classified 
service  without  examination. 

(2)  An  employee  holding  a  position  in  the  classified  service  for  less  than  six  months  im- 
mediately prior  to  the  effective  date  of  this  act,  may,  upon  the  recommendation  of  the  head 
of  the  agency  in  which  he  is  employed,  be  continued  in  his  position  and  have  provisional  stat- 
us in  the  classified  service  until  an  examination  for  the  position  he  occupies  is  offered.  He  shall 
then  be  admitted  to  the  examination  without  regard  to  minimum  qualifications  of  education 
and  experience,  and  if  he  passes  the  examination  he  may  be  continued  in  his  position  in  the 
classified  service.  If  he  does  not  pass  the  examination  he  shall  be  dismissed  from  his  position 
within  thirty  (30)  days  after  a  list  of  eligibles  has  been  established  for  the  position. 

(3)  Employees  holding  permanent  positions  in  separate  merit  systems  existing  on  the 
effective  date  of  this  act  in  the  Unemployment  Compensation  Commission,  State  Board  of 
Health,  Department  of  iVEental  Hygiene,  Department  of  Public  Welfare,  and  State  Civil  De- 
fense Agency,  shall  continue  in  their  present  status  without  further  qualifying  under  this  act. 

(4)  Not  later  than  sixty  days  after  the  effective  date  of  this  act,  the  head  of  every  agen- 
cy shall  submit  a  Ust  of  the  employees  in  each  of  the  above  categories,  together  with  his 
recommendations,  to  the  merit  system  director. 

{5)  The  salary  of  an  employee  holding  a  position  in  the  classified  service  for  six  months 
or  more  immediately  prior  to  the  effective  date  of  this  act  shall  not  be  reduced  as  a  result  of 
the  adoption  of  the  classification  plan  or  the  compensation  plan. 

Section  19.  (1)  The  director  shall  compute  the  cost  per  employee  by  dividing  the  num- 
ber of  classified  employees  into  the  total  amount  of  money  spent  by  the  merit  system  during 
the  preceding  fiscal  year.  Before  September  1,  1966  and  before  September  1  of  each  succes- 
sive year  the  director  shall  notify  the  state  controller  of  the  amount  to  be  charged  to  each 
agency  or  institution  based  on  the  cost  per  employee  multiplied  by  the  number  of  classified 
employees  in  the  agency  or  institution. 

(2)  Before  October  1,  1966  and  before  October  1  of  each  successive  year,  the  controller 
shall  transfer  to  the  general  fund  from  each  non-general  fund  appropriation  available  for  the 
payment  of  operating  expenses,  an  amount  equal  to  the  charge  computed  by  the  director 
multiplied  by  the  percentage  such  non-general  fund  appropriation  is  of  the  total  appropria- 
tions available  to  the  agency  or  institution  foi-  the  payment  of  operating  expenses. 

Section  20.  There  is  appropriated  from  the  general  fund  to  the  state  merit  system  four 
thousand  dollars  ($4,000)  for  the  biennium  ending  June  30,  1965.  There  is  appropriated  from 
the  general  fund  to  the  state  merit  system  one  hundred  seventy-four  thousand  six  hundred 
and  fifty  dollars  ($174,650)  for  the  biennium  ending  June  30,  1967. 
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[Sections  21  through  30  of  this  bill  are  only  amendments  and  repeals  of  existing  statutes  to 
bring  the  code  into  conformity  with  the  basic  legislation.  Consequently,  they  are  not  repro- 
duced in  this  report.   The  code  sections  affected  are  listed  in  the  title.] 

Section  31.    It  is  the  intent  of  the  legislative  assembly  that 

(1)  The  merit  system  established  by  this  act  extend  to  all  employees  of  all  state  agen- 
cies and  institutions  except  those  expressly  excluded  or  exempted  in  this  act,  and 

(2)  Specific  statutes  authorizing  state  agencies  and  institutions  to  hire,  remove  and  set 
the  compensation  of  employees  shall  not  be  interpreted  as  excluding  or  exempting 
such  agencies,  institutions  and  employees  from  the  provisions  of  this  act. 

Section  32.  It  is  the  intent  of  the  legislative  assembly  that  if  a  part  of  this  act  is  invalid, 
all  valid  parts  that  are  severable  from  the  invalid  part  remain  in  effect.  If  a  part  of  this  act 
is  invalid  in  one  or  more  of  its  applications,  the  part  remains  in  effect  in  all  valid  applications 
that  are  severable  from  the  invalid  applications. 

Section  33.   This  act  is  effective  on  its  passage  and  approval. 
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APPENDIX   B 
Joint  Resolution  No. 


Introduced  By. 


A  JOINT  RESOLUTION  OF  THE  HOUSE  OF  REPRESENTATIVES  AND  THE  SENATE  OF 
THE  STATE  OF  MONTANA  REQUESTING  THAT  THE  LEGISLATIVE  COUNCIL  CON- 
DUCT A  COMPREHENSIVE  STUDY  OF  RETIREMENT  SYSTEMS  FOR  POLICEMEN 
AND  FIREMEN  IN  THE  STATE,  AND  SUBMIT  A  WRITTEN  REPORT  OF  THEIR  FIND- 
INGS TOGETHER  WITH  ANY  NECESSARY  RECOMMENDATIONS  AND  IMPLEMENT- 
ING LEGISLATION  TO  THE  FORTIETH  LEGISLATIVE  ASSEMBLY. 

WHEREAS,  sound  retirement  systems  are  of  primary  importance  to  a  municipality  seek- 
ing to  attract  competent,  well  qualified  policemen  and  firemen,  and 

WHEREAS,  local  retirement  systems  for  policemen  and  firemen  are  financed  in  part  by 
a  local  property  tax,  and 

WHEREAS,  the  financial  condition  of  these  funds  thus  has  a  direct  bearing  on  local  prop- 
erty taxes,  and 

WHEREAS,  if  these  funds  are  not  actuarially  sound  at  the  present  time,  the  municipali- 
ties may  be  incurring  a  steadily  increasing  financial  obligation,  and 

WHEREAS,  in  the  future  the  municipalities  may  be  faced  with  the  equally  unpleasant 
alternatives  of  large  increases  in  local  property  taxes  or  reductions  in  benefits  paid,  and 

WHEREAS,  a  sudden  and  drastic  increase  in  taxes  upon  property  in  the  future  to  fi- 
nance an  unfunded  liability  being  incurred  at  the  present  time  would  disrupt  the  financial 
structure  of  municipalities  of  the  state,  and 

WHEREAS,  it  would  be  inequitable  to  reduce  the  benefits  paid  to  retired  policemen  and 
firemen,  or  their  surviving  dependents,  if  retirement  funds  were  not  sufficient,  and 

WHEREAS,  a  major  problem  of  these  systems  appears  to  be  the  small  membership  be- 
cause contributions  and  benefits  of  retirement  systems  are  usually  computed  on  averages,  but 
in  very  small  systems  averages  have  limited  application,  and 

WHEREAS,  as  a  result  of  the  present  provision  for  financing  these  systems,  some  of  the 
funds  never  become  large  enough  to  realize  substantial  interest  earnings  although  this  is  an 
important  source  of  revenue  to  most  retirement  systems,  and 

WHEREAS,  a  preliminary  survey  of  these  systems  conducted  by  the  Legislative  Council 
during  the  1963-65  biennium  in  conjunction  with  a  study  of  state  retirement  systems  raises 
doubt  regarding  the  financial  condition  of  some  of  the  funds,  and 

WHEREAS,  any  adjustments  in  the  systems  must  be  equitable  to  the  local  taxpayers  and 
members  of  the  systems  alike,  and 

WHEREAS,  reasonable  recommendations  to  improve  the  systems  can  be  made  only  after 
an  actuarial  examination  of  the  local  funds  has  been  completed. 
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NOW,  THEREFORE,  BE  IT  RESOLVED  BY  THE  SENATE  AND  HOUSE  OF  REPRESEN- 
TATIVES OF  THE  STATE  OF  MONTANA: 

That  the  Legislative  Council  conduct  a  comprehensive  study  of  retirement  systems  for 
policemen  and  firemen  in  the  state,  retaining  any  consultants  necessary,  and  submit  a  written 
report  of  their  findings  together  with  any  necessary  recommendations  and  implementing  leg- 
islation to  the  Fortieth  Legislative  Assembly. 

BE  IT  FURTHER  RESOLVED,  that  this  study  should  include,  but  not  be  limited  to,  the 
present  financial  and  actuarial  status  of  the  systems,  investment  procedures,  rate  of  employer 
and  employee  contribution,  and  administrative  structure  including  the  feasibility  and  desir- 
abilitj^  of  an  agency  of  state  government  administering  and  investing  the  funds. 
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